NAVAL POSTGRADUATE SCHOOL
Monterey, California

THESIS

FIXED-PRICE,VARIABLE OUTCOME CONTRACT TYPE:
A LEAP IN REFORM OR LEAP OF FAITH?

by
Thomas S. Armstrong
June 2002

Thesis Advisor: E. Cory Yoder
Associate Advisor: David V. Lamm

Approved for public release; distribution is unlimited



THIS PAGE INTENTIONALLY LEFT BLANK



REPORT DOCUMENTATION PAGE Form Approved OMB No. 0704-0188

Public reporting burden for this collection of information is estimated to average 1 hour per response, including
the time for reviewing instruction, searching existing data sources, gathering and maintaining the data needed, and
completing and reviewing the collection of information. Send comments regarding this burden estimate or any
other aspect of this collection of information, including suggestions for reducing this burden, to Washington
headquarters Services, Directorate for Information Operations and Reports, 1215 Jefferson Davis Highway, Suite
1204, Arlington, VA 22202-4302, and to the Office of Management and Budget, Paperwork Reduction Project
(0704-0188) Washington DC 20503.

1. AGENCY USE ONLY (Leave blank) | 2. REPORT DATE 3. REPORT TYPE AND DATES COVERED

June 2002 Master’s Thesis
4. TITLE AND SUBTITLE: Title (Mix case letters) 5. FUNDING NUMBERS
The Fixed-price, Variable Outcome Contract Type: A Leap in Reform or Leap of
Faith?
6. AUTHOR(S) Thomas S. Armstrong LCDR,SC,USN
7. PERFORMING ORGANIZATION NAME(S) AND ADDRESS(ES) 8. PERFORMING
Naval Postgraduate School ORGANIZATION REPORT
Monterey, CA 93943-5000 NUMBER
9. SPONSORING /MONITORING AGENCY NAME(S) AND ADDRESS(ES) 10. SPONSORING/MONITORING
N/A AGENCY REPORT NUMBER
11. SUPPLEMENTARY NOTES The views expressed in this thesis are those of the author and do not reflect the official
policy or position of the Department of Defense or the U.S. Government.
12a. DISTRIBUTION / AVAILABILITY STATEMENT 12b. DISTRIBUTION CODE
Approved for public release; distribution is unlimited

13. 0 ABSTRACT( mexi muni2000wor ds) 00
g

Thed Under O Secretaryld of O Defensel forO Acquisition, O Technol ogy and[
Logi sti csOconmi ssi onedUalgr oupt olst udyOpri ce- basedOacqui si ti onli nd1998. OThe(]
Pri ce- basedAcqui si ti on[J( PBA) OSt udy OG ouplr epor t edCout O nONovenber 01999. [OOnel(]
report Or ecommendat i onOwas Ot ocr eat edJandOusealOnewIcont r act Ot ype. OThelr eport [
states, 0“WeOhaveOconcl udedOt hat Ot heredi sOalpl acelfor Jaldnewdcontracti ng(
appr oachOandOcont ract Ot ype, OFi xed- pri ce, OVari abl e(0Cut cone. OThi sOappr oachdi s(
particul arl yd applicabl el tol andO wi |l I O al |l owd manyd hi gh-ri sk Sci encell and(]
Technol ogyO( S&T), Ori skOreducti on, DandOser vi celdcontract sOtoObelfirmfi xed-
price.”00ThelOf ocusOof Ot hi sOt hesi sOi sOt o0anal yzeOt hedconcept Obehi ndOFPVO, [
conpar et hed FPVOO t od ot her O exi sti ngd contracti ngdtypes, Jexpl oredtheld nost [
beneficial Dapplicationsdof OthedFPVOJandOfinallydtoDO makedreconmendati ons(]
basedOupon(t he(ddat aCandOanal ysi s. O

TheOmaj or Oconcl usi ondi sOt hat Ot hedOFPVOdi sOani nappropri ateldcontract [
typedt oOuself or DanyOacqui sition. 0TheOFPVQOIi ncreasesdri skOprimaril yOJasOal]
resul t Oof Opl aci ngOcont r ol Jof (Ot heOout coneli n(t heOhandsOof [t helcont r act or . OThe(
maj or Or econmendat i onsOar et o0ei t her DabandonOt heOFPVOdJconcept Jor Odevel opOal]
bett er Dvehi cl et oCapporti onlri sk. OTwollal t er nati veslar e(dsuggest ed. O
Acquisition Reform; Fixed-price Variable Outcome; Contracting 15. NUMBER OF
PAGES 115

16. PRICE CODE

17. SECURITY 18. SECURITY 19. SECURITY 20. LIMITATION
CLASSIFICATION OF CLASSIFICATION OF THIS CLASSIFICATION OF OF ABSTRACT
REPORT PAGE ABSTRACT
Unclassified Unclassified Unclassified UL
NSN 7540-01-280-5500 Standard Form 298 (Rev. 2-89)

Prescribed by ANSI Std. 239-18



THIS PAGE INTENTIONALLY LEFT BLANK

11



Approved for public release; distribution is unlimited

FIXED-PRICE, VARIABLE OUTCOME CONTRACT TYPE:
A LEAP IN REFORM OR LEAP OF FAITH?

Thomas S. Armstrong
Lieutenant Commander, United States Navy
B.S., Indiana University, 1989

Submitted in partial fulfillment of the
requirements for the degree of

MASTER OF SCIENCE IN MANAGEMENT

from the

NAVAL POSTGRADUATE SCHOOL

June 2002
Author: Thomas S. Armstrong
Approved by: E. Cory Yoder, Thesis Advisor

David V. Lamm, Associate Advisor

Douglas A. Brook, Dean
Graduate School of Business and Public Policy

il



THIS PAGE INTENTIONALLY LEFT BLANK

v



ABSTRACT

The Under Secretary of Defense for Acquisition, Technology and Logistics
commissioned a group to study price-based acquisition in 1998 in a continuing effort to
reform the Government acquisition process. Acquisition reform is intended in part to
encourage traditionally non-Department of Defense contractors to participate in
Department of Defense acquisitions. The Price-based Acquisition (PBA) Study Group
reported out in November 1999. The report defined price-based acquisition and made
recommendations to implement PBA. One of those recommendations was to create and
use a new contract type. The report states, “We have concluded that there is a place for a
new contracting approach and contract type, Fixed-price, Variable Outcome. This
approach is particularly applicable to and will allow many high-risk Science and
Technology (S&T), risk reduction, and service contracts to be firm-fixed-price.”

The focus of this thesis is to analyze the concept behind the Fixed-price, Variable
Outcome (FPVO) contract type, compare the FPVO to other existing contract types,
explore the most beneficial applications of the FPVO and finally make recommendations
based upon the data and analysis.

The major conclusions of this thesis are that the FPVO is an inappropriate
contract type to be used in any Department of Defense acquisition and the basic
objectives of the FPVO concept are still valid and worth pursuing. The FPVO contract
type greatly increases risk of an acquisition due to the fact the contractor has control over
the final outcome. Increasing industry participation, emulating best commercial practices,
reducing risk for all parties concerned and achieving best value should continue to be the
aims of acquisition reform.  The major recommendations are to abandon further
discussion and effort to implement the FPVO contract type as presented in the PBA
report and develop a new contract vehicle that is better able to apportion risk without
relinquishing Government control over the outcome. Two alternatives are suggested. One
alternative increases the dollar threshold of the FP LOE contract type and adds milestone
events. The other recommendation suggests building a contract type upon the CAIV

philosophy.
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. 0 1 NTRODUCTI ONL

A 0 PURPGOSEL

Acqui sitiond professional sC0 in00 both Governnent O andO
i ndustryld] agreeld Governnment acquisition, Departnmentl of[
Def ensel( DoD) Oacqui si ti onli nCOparti cul ar, Oneedsi nprovenent . [
Leader s i nO DoDO acqui sitiond havel determ nedd Gover nment [
procur ement OprocessesUandlt ool sOshoul dOOm rror Ot hoseldf oundO
i nOcomrer ci al i ndust ry. OManyOr ecomrendat i onsUhavelbeenUOmade[
towardd t hat 0 endd andO pi |l ot O prograns havel been st udi ed
(Ref.18,19).0 Pil ot progranil] successesl] andl] failuresd arel
publici zedOinOtradedj ournal s, Oreporteddi nOnewspaper siandl
di scussedl atld lengthO indO graduatel theses.] ThelO
institutionalizationOof Orefornsdi sOoftendnot Dalcriteriond
for Osuccess, Ot heref oredmanydrefornidiniti ati vesOnever Onakel
t hell eapdf r omisuccessOat Oall* cent er Oof Oexcel | ence” [t odconmon(

practi celt hr oughout [t heCacqui si ti onOcomruni ty. 00

TheOpur posellof Ot hi sOt hesi si st odanal yzeOoneOr ef or niJ
recommendat i onOdesi gnedt oldbr i ngODoDOacqui si ti onOpr ocedur es
i nOconcert Owi t hOcomer ci al Opracti ces. OThi sOt hesi sCwi | | Odr aw(]
soundOconcl usi onsOf or Ot heOr ecomendat i on0st udi ed0andUof f er O
recomendat i onsJt of urt her Osti nul at edJandOencour agelldef ense
acqui sitionlreform OO

Thi s thesi sl hasd drawnd upond thel know edgell and[O
experiencell ofO topd acquisitiond policyd makersd andOd
practioners. O t Obui | dsOuponUt hei r Oef f ort sCt or ef or niddef ense
acqui si ti ont odencour agelbr oader i ndust ry[parti ci pati oni nO
DoDcontract stwhi | e(Istri vi nglkt olobt ai n(best [ival ue.

O
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B. 0 BACKGROUNDO

Thell broadl areall of O researchl i sJ acqui sitiondreform [
Acqui si tionOrefornidhaslbeendondt helm ndsOof Oacqui si tion
prof essi onal s, 0 Congressl] andl thel executivel branchd for[
roughl yit wolJdecades. Consi der abl e(Jti nredandOr esour cesUJhavel
beenl] devot edl t olJ acqui sitiond reformd w thd m xed results. [
Several OinitiativesOandUOpol i cyOcour selcorrecti onsUhaveObeenOd
generatedl byl acquisitionl reforni] suchl asl thell Defensel
Acqui si ti onOWbr kf or cell npr ovenent OAct [I( DAW A) Uof 11990, [t hel
Feder al OAcqui si ti ondStream i ni ngUAct L( FASA) Oof 01994 0and 0t held
Feder al Acqui si ti onlORef or niJAct [0( FARA) Lof 01996. OTheselAct s
resul teddi nOchangest o0t heldFeder al OOAcqui siti ondRegul ati onl]
(FAR) DandOal t ereddt heOappl i cabi lityOof Obot hOt hedTrut hOi nO
Negotiati ondAct O(TINA) OandOt held Cost OAccounti ngld St andar ds[d
(CAS). O

Thell regulatoryd changesl alsold causedl acquisition
pr of essi onal st olr e- t hi nk[Jt he(acqui si ti onOpr ocess. OFor Omany [
year st heredwasOalt endencydt oOappl yOt hedfirm fi xed-pricel
(FFP) O contract 0 typeld told nost O situations, O regardl ess] of [
whet her JorOnot Oi t DwasOt hedbest Ot ype. OThi sCOcooki e-cutter
appr oacht olcont ract i nghwasr epl aceddby [t helOgeneri cOdi ct untl
of 0 usingd FFPO forO lowriskd acquisitionsd andd cost-0
reinmbursenentl (CR)O contractd vehiclesd ford high-riskO
acqui sitions. JAsOt helspot | i ght DonOt heOacqui si ti onOconmuni tyd
spurredl discussiond andld debatel onO re-engineeringl thel
acqui sitionldprocesstdtol conplyw thOthedActs, Othel focusl
shi ftedOfrondeki nghout Ot hell owest Jcost [t oJobt ai ni ngldt held
best Oval ue. I

I nO thel i nterest [ of O obtai ni ngll best [0 val ue, I several [
initiativesOwereli ntroduced. OTheOsourcelof Ot hedinitiati vesO

was[] conmer ci al Oi ndustry. O Gover nent O procurenent Jof ficial sO
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devot edt oacqui si ti onlr ef or mdet er m neddt hebest Opr acti cesOd
t odenul at eCdwer e[t hoseduseddi nOt heldconmer ci al Omar ket pl acel
(Ref.18).0 ThisO conclusiond nakes sensel inl thatO thel
comer ci al O mar ket pl ace i s subjectdtolintensel conpetitiveld
pressur elJandOmar ket Of or ces. Ul nDaODar wi ni anCsense, OJonl yOt he[
strongest 0 conpani esl (thosed with thed nostd efficientl
procur enment, [ production, Odevel opnment, Oetc.)Odw | | Osurvive. O
Acqui sitiond refornmersd understandablyld [|ookedd tol thel
procurenent 0 strategi esllandd practi cestfounddi nsuccessful O
corporationsforideasOt oli nprovel Gover nrent Lacqui sition. O
Sonmeld of 0 thel initiativesl generatedd tol synergizel w th{
comerci al 0 best 0 practicesl i ncl uded] abandonnent 0 of O t hell
strictOconpliancedw thOm |itaryOspecificationst(M LSPECS), [
per f or mancell (out cone) [J-basedl contracti ng, Oandlpri ce- based
acqui sitionl PBA) (Ref.19). 0

Pri ce- basedUacqui si ti onlJi slidesi gnedlt olcorr ect Osever al
shortcom ngsll of 0 thel traditional d acquisitionld process(]
(Ref.23,0 p.ES-4).0 Forenost, 0 PBAO envisionedd Government [
acqui si tionlprocedur esJt old0belnoreldcomrerci al -1i ke. OThr oughO
observation, OsurveysOandOresearchlt heOdef enseldacqui si ti onld
comuni t yOdet er m neddl eadi ngOf i rme i nOalvari et yOof Osect or s
refusedd tol participatel in0 DoDO contractsl duell tol thel
overbearingll and overwhelm ngd I|aws,d standardsd andOd
regul ati onstt hat Owent Owi t hOsuchOparti ci pati onl( Ref . 19, OPPCG
charter). O Thell Gover nment’ sl own[] procedur es] wereld entrancell
barriers. OTheselbarri ersUeffectivel ylldecr easedUconpetition, [
reducedld thel sizel of J thel defensell i ndustrial 0 baseld andO
ul ti matel yOi ncreasedldcost Oof Oprocurenent . OByOal i gni ngll DoDO
acqui sitionldpoliciesdandl proceduresdw t h(Jbest O comrerci al [
practices, Othell Gover nnent 0 sought 0 tolrenovelthelbarriers



preventi ngdal broader Onunberdof Ofirns0frondconpetingdfor
def ensellcont ract sCanddr i velOdown [t helOcost Cof Cpr ocur enent . [0

I mpl i cit Oi nOt heOdesi r e[t olr enrovelbarri er st oent rydi s
t hedesi redt oldJreduceladm ni strati velJburdenOandOGover nment 0
over si ght Oof Ocontract or s. OPBAOandUOot her Oacqui si ti onOr ef or niJ
initiativesl seekl tol] di sengagel] t hell Governnent O frondd t held
contractorst(e.g. Ol imtOauditors, Ui n-pl ant Orepresent ati vesl
andd admi ni strativel support O personnel ) Owhil el at Ot held saneld
t i melmai nt ai ni ngUr i skOat DanUaccept abl el evel O(Ref . 23, Up. ES-
3) . OTheddi ffi cul t yOof Dacqui si tionlreformersCt henli sCt ol)f i nd
ald nmechani snJ tol noti vat el contractorsd tol participateld i n(J
def ensellacqui si tion, Oi ncentivi zelt hentdt oOperform Om ti gat el
ri sk andd acconplishd alld of 0 thisO w thout excessivell
oversi ght. O

I nOCct ober 11998, [0t hedUnder O Secr et ar yJof O Def enseldf or [
Acqui sition, O Technol ogyld andl] Logi sticsld (USD(AT&L)), O Dr. O
JacqueslGansl er, Ocomm ssi onedJallgr oupllt olst udy OPBAOandOnmakel
recommendat i onsOasOt odi t sOusedandOef fecti venessO( Ref. 20). O
Speci fical | y[t helgr oup’ sCchart er Dwas [t o: [

a. [Anal yze[Ot heli npl enent at i onOof OPBALI n(t heODepar t nent [
of [Def enseJ( DoD) O

b. MdentifyOspecificlt ool sOandt echni ques(it olf aci | i t at ed
gr eat er Ousellof OPBACWI t hi n(t he[Depar t nent , Cand

c. Mdenti fyOwhat Dacti onsOwi | | Obelr equi redJt ot r ansf or niJ
t heODepar t ment ’ sCbuyi ngOpr act i cesli nt oUones(lt hat Uar ed
nor ellconmer ci al -1 i ke[ Ref. 23, [p. UES-3) O

ThePri ce-baseddAcqui sitiondStudyOG oupOreportedldits
findi ngsUi nJt heOPBALSt udy UG oupURepor t Oof J150Novenber 019990
(Ref.23).0 Thell G oupld definedd PBAO andl madeld many[d
recomendati ons asOtolOitsO useld andl ef fectivenessU i nJ DoDO

4



contracting. OTheOr econmendat i onsdi ncl udedevol uti onaryOandO
i ncrenent al Ocont racti ngdnet hods, Or enewed0i nt er est Oi nOmar ket [
research, 0 valueld engineeringld andd sourceld selection
strategi es. 0 TheOReport Oal soldi ncl udeddaldreconmendat i ondt ol
createld andl usel all newl] contract O type, O thell Fi xed-price, O
Var i abl elJCut come[( FPVO) [lcont r act [ Ref . 23, Op. ES-9) . I

Thel Fi xed- price, OVari abl ed Qut coneld contract Otype, Oasl
toutedd i nOthel PBAO report, 0 wasU desi gnedd t o enul at el] t hel
commonUpr acti cesUof Upri vat elJi ndustry, Osati sfyi nglt heJt hi rdOJ
el ement Uof Ot heldgr oup’ sOchar t er. OTheOFPVQOIcont r act Ut ypeOwas
recommendedUast heOpr ef erreddappr oachOf or Jal | O0Sci enceland
Technol ogyd( S&T) OandOri sk-reducti oncontractsO(Ref. 23, Op. O
71). 0
C. 0 OBJECTI VES

Thi s thesis exam nesd thed inpetusd behindd thel
recommendat i ondt ocr eat elJallnewtdcont r act [t ype. O0Thelr esear chd
al soldexam neslt helpercepti onsCandOatt it udesOof Ol eader sOi nd
t heacqui sitiondprofessiondtoldi scover Ot heirOthought sdon
t he FPVOD contract U type. 0 Thell researchld defi nesU t hell FPVQJ
contract Otypedanddconparesdt hed FPVO sOabilityOtolreducel
ri skOandOgar ner Obest Oval uedwhenOconpar edJt oot her Oexi st i ngO
contract [t ypes. OOThelr esear cher [al solexam nest helcondi ti ons
f or Duselof [0t heOFPVOJandacqui si ti onlsi tuati onsUi nCwhi chOt hel
FPVQ st helopt i mal Ccont ract [t ypellt oluse. [

D. 0 RESEARCHOQUESTI ONS[I

TheOpri mar yr esear chldquest i onlli s: OHowIm ght [t heOFi xed-
price, OVari abl ed0CQut conellcontract Ot ypeldbelef fectivel ylused
i nOthel process]of Oacqui ri ngld goods andld servi cesOforOt hel
Depar t ment [0 of [0 Def ense?l] Thel subsi di ary[d questi ons ar el] as[]

foll ows: O

O



1. What O st heOFPVOcont ract [0t ype?

2. Howd isO thed FPVOD contractd theld sane, O
simlard and/ord differentd fronmd thel

foll ow ng: O
a.[Firmfixed-pricellontractsl

b. Firmfixed-price,0 LevelO OO Effort0
contractsl]

c. [Cost (ORei nbur senent Ccont ract sO
d. i meandOVvat eri al sCcontract sO

e. [CostJ asU anl | ndependentd Vari abl el
(CAIV)O

3. What Jar edt heOpri medappl i cati onsf or Ot he
FPVQ nODoDOacqui si ti on?]

4. What Oar el heldcondi ti onsnecessar y[f or [ t s

use?

5. Mhat Ospeci fi cr ecomendat i onslcanlbelmadel]

t olf ost er [ npl enent at i onfandCuse?]

E. 0 SCOPE, [ILI M TATI ONSLIANDLASSUMPTI ONSLI

Thi st hesi sOf ocusesOonlcr eat i ngalOwor ki nglddefinitiond
forOthel Fi xed-price, dVariabl el] Qut coneld contractdtypell andl
det er m ni ngOwhet her Dor Onot Ot her elexi st sJaldgenui neldneedUor O
desi redf or Ot hi sOnewJcont ract Ovehi cl e. Ol nOt hi sOi nt roduct oryd
chapter,d theld thesisl providesl relevant backgroundd
information, OstatesldtheldresearchdobjectivesOanddspecificl
guest i ons, Oandlr evi ewst helr esear chlOret hodol ogy. [



Thi sOt hesi sO di scussestheld presencedof OriskdinOall O
cont ract sfandt hedneed[Ot oOJm ti gat et hat Ori sk nOChapter Ol | . O
TheOFPVOcont ract i sOdef i neddf or Ot hedr eader Oi nOChapt er 01 | O
andOt hednoti vesObehi ndOt heldreconmendat i onareddi scussed. O
Thi st hesi st henOconpar es0t heOFPVOOcont r act [t ypelconcept [t ol
exi stingd contractd types,Od notingd thed differencesd andld
simlaritiesd of 0 thel typesl nentioned. 0 This effortd t henl
i ntroducesl thel readerd told thel Cost asl anl | ndependent [
Vari abl e(]J( CAl V) Odeci si onlpr ocess. [

Ind Chapterd 111 0thisOthesi sOdstatesd thed informtiond
obt ai nedJi nOt helresearchlOphaselof Ot het hesi slprocess. ITol
ensur elJqual i t yOi nput Owasobt ai ned, [t hellr esear cher (It ar get ed[]
| eader s i ndbot h(Jt held Gover nnent 0 andd ci vi | i anJ acqui si ti on[d
conmuni ties. O

Chapterd 1 VO w |1 0 breakd down( t hel] dat all present edd i nJ
Chapt er Ul I | DandOappl yOt helldat alJt o0t hedi ssuesat Ohand. OTheO
resear cher J anal yzes andl franes t hell dat all t old answer [ t hell

pri mar ydandsecondar y[r esear chlquest i ons. [

Finallyd ind Chapterd VO thisO thesisO providesl] sound
concl usi onsd andl r ecommendat i onsd basedd upon t held dat all and

anal ysi s. I

Thi sOt hesi sddoesnot [Of ocusOonOt heOabi | i t yOof Ot heOFPVO
contract O tol repl acel exi stingl contractd types. O Potential O
protestsl] arel not[ specificallyd exploredd duel tol thel
tangenti al Dandspecul ati venaturedof Ot hi sOaspect. OO ThisO
t hesi sddoesnot st udylpast Osuccesses/ fai | uresof Ot heOOFPVQO
approach, [0 aslJ t hereld] areld nol] goodl] exanpl esO of O t hell FPVQ
contract’ sCusell n(d t sCf or nilas(st at edld n(t he[OPBALr eport . [1J

Thell onel significantO limtationd isO thed lackO of [
i nformati on. 0Si ncelt hi sCcontract Ut ypeOwasUf i r st Or ecomrended
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byt heOPBAOTeandi n(01999, Overydl i ttl edhasObeenOpubl i shedOonO
t heOFPVO. OFeasi bi | i tyOstudi eslhavellnot Obeendconduct eddon[]
t helcont ract Ot ypelnor Ohavelacqui si ti ondacadem cslr esear ched[
or Ost udi eddt hi sOopt i on. ODAsOalr esul t Oof Ot hi sOl i m tati on, Ot hed
resear chlli sl ar gel yOsubj ecti ve, Ut houghUt heOsubj ecti vi t ylhas[
beenlt enper edCbyDobt ai ni nglasOrany [ nput sCasOpr acti cabl e. O

TheOr esear cher Dassunest heldr eader DhasOanli nt er est JDandO
basi c under st andi ng of Ot hed acqui si ti onl process. [ Further, O
thell researcherd assunesl thel reader isO famliard wth{
acquisitiond refornd initiativesdd andld term nology.d TheO
researcherd finallyd assunmesl t held reader 0 under st ands hunman(]
nat ur elJi nOt hat Ohumans, Oparti cul arl yOt hosewhoseJact i onsar e[
heavi | yO regul ated] andl] processesl] institutionalized, O arel
resi st ant [t ollchange. O
F. 0O LI TERATURECREVI EWJANDOMETHODOLOGY[

As[t heOFPVQOcont ract Ui sOsti | | i nOt heOconcept Ost agedand
noll definitivel fieldO depl oynent O i nformati onl exi sts, 0 t held
literaturelavail abl edonOthi sOtopi cOi sfdOscant. OToJover conel
thell shortfall O of 0 wittend information,d thel researcher[
queriedl individual sO atd the topd ofd thel acquisitionOd
comuni ty. OLeader sOandOpol i cymaker sOi nCObot hCDGover nnent Oand
conmmer ci al O sect or slJ wer e cont act ed] andJ provi dedUd val uabl ed
i nput . OTheOpartici pant sOcanmelf rontdt heOO fi celof Ot hedUnder O
Secretaryld of 0 Defensed for Acquisition, O Technol ogyl andO
Logi stics (USD(AT&L)), O Lockheedd MartinO Corporation,[
Nor t hr op- G- ummand Shi p0Syst ens, ORayt heonOandOt heOO fi celof [
t hel Assistant] Secretaryl of 0 thel Arnyld forO Acquisition,
Logi sti csCandOTechnol ogy. [0

| n(Jaddi ti on(Jt oldquest i onnai r esCandper sonal Ui nt er vi ews, [
t helr esear cherOuti | i zedOt heli nf or mat i onOf oundOi nCt heOPri ce-

basedd Acqui sitiond Studyd Groupld Report, O nmenorandald on t hel
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subj ect Oof Dacqui siti onOref ormJandOpri ce- basedOacqui sitiond
i ssuedlby Ot heOUSD( AT&L) , DandOot her Om scel | aneousel ectroni c
resour ces. OThelr esear cher Oal solusedt heFeder al OAcqui si ti ond
Regul ationl i nO t hel conpari sond of O t hed FPVQO contract 0 t o
exi stingd contractingd typesl andd drewld know edgell andO
i nformati ond fronil the ContractO Pricingld Referencel Guidel
(Refs.5,6).0

G 0 BENEFI TSHOOFUORESEARCHLI

Thi s researchd effortd wll O provided thell necessaryl
information forO acquisitiond refornerstd andl Governnent [
acqui si tionOpol i cy- maker st olJconcl usi vel yOdet er m neJwhet her [
t heOFPVOIcont ract Oshoul dObelt est eddandOi npl enent edJacr oss[
t hed procur enent 0 agenci esdorOwhetherditOi sOandi dealt hat [
requi restnoUf ur t her Ot hought Oor Odeci si on. At Opr esent , algul f [
exi st sl bet ween what O deci si onJ maker s{0 knowJ about 0t hell FPVQOJ
contract DandOwhat Ot heyOneedOt oOknowdt oOmakeOanOi nf or medd
decision. OThisOeffortOw 1 Ofill Othedgul f DJandOei t her Ogi vel
acqui si tionlpr of essi onal sOalusef ul Ot ool Ot or educelr i skOandO
obt ai nO best 0 val ueld or 0 recomendd reforners conti nueld t held
searchd ford nored effectiveld comercial-Iikel procurenent
nmet hods. [

H O ORGAN ZATI ONCIOFOSTUDYO

Thi sO research i sO0 organi zedd i nO t heO fol | ow ng way: [
Chapt er OI Oi nt roducesUt heOr eader Ot o0t heJt opi cObyOpr ovi di ngd
backgroundd information.d Chapterd 10 alsold statesl thel
obj ectivesOof Ot helresearcher JandOt hellresearchOquestions. O
Chapt er Ol | Opr ovi deslObackgr oundOonOt helcont r act i nglpr ocess, U
ri skOm tigation, DandOexi stinglcontracti nglltool s. OChapter Ol 1 O
provi des] all definitiond of 0 thell FPVOI contract typel and
conparesl] thel FPVOI contractl tol existingd contractingld
vehi cl es. OChapter Ol | | i ntroducest helresear chlparti ci pant sl

9



andd presentsl] thel researchl datal collected. d Chapterd |VO
provi deslt heldr esear cher’ sCown[Janal ysi sUof [0t helddat a. COChapt er [
VO st atesO specificallyl thed researcher' s concl usi onsd and[
recomendat i ons. [

| . 00 CONCLUSI ONO

[ Thi s concl udesOthelintroductorydchapter. dChapterdl |
provi desldt helreader Ow t hOObackgroundi nf or mati onOnecessar y[
told placelthelthesi sOinUpropercontext. dChapterdIl | Oal sod
def i neslt helJFi xed- pri ce, [Var i abl e(1Out conellcont r act [t ypelJand[l
perm t st helr eader [t oldconduct Oallhead- t o- headldconpari sonJof [
t he(OFPVOcont r act andlexi sti nglcontract [t ypes. [

O

O
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| 1. OBACKGROUND, LIDEFI NI TI ONLJANDLICOMPARI SONLI

A. 0 | NTRODUCTI ONOIJ

Thereli sOconstant Opressureddtodreform Orevol uti oni zed
and i nprovel t he Depart nent [ of O Def ensel] ( DoD) [J acqui si ti on0
process. OToOmany, Ot her elJi st helJgener al Oper cepti ondt heJDoDO
acqui si tionsyst entdi sO“broken” ( Ref . 3) DandUr adi cal OchangesU
arel] neededl tol fi xO t hel system O Thi sO gener al O percepti on
per si st sUi nOpart OduelJt oOt heObi | | i onsUof Odol | ar sOODoDOspends
eachlyear Oandt heCongr essi onal OOm cr oscopelunder Owhi cht hel
acqui sitionld professional s nust carryld outl their dutiesl
(Ref.26). 00

Ml itaryOandOci vilianOl eader sl ookt o0t hoseOwhoOknow(]
t he(syst emidbest Ot oObri nghdabout Ochangelwi t hi nOt hedsystem [
Bl ue-ri bbond panel s andd study groupsd arel routinelyd
est abl i shedt ol0gener at e(]t heli deasOt hat Owi | | Obri ngQabout Oal
revol ution. [J
B. 0 BACKGROUNDO

ToOf ul | yOunder st andJt heJFPVOcont r act 0t ypelt helr eader [
nmust ObelOknow edgeabl elabout [t hellconcept HDandOomi pr esencellof [
contractUrisk. R skOisOthelprobabilitydthingsOw |l OnotO
occur Daslpl anned. Ol nOt hellf i el ddof OGover nment Ccont racti ng, O
t heUexi st encelof Or i skOnmeanst helddesi gnOm ght Onot Obelr eady
whenld prom sed, OcostOlimtati onstnmayl bell exceeded, Oor Ot hell
i t endbei ngOacqui rednmaylnot Oper f or nidasOneededOor Odesi red. [
Thel threeld mai nJ typesOd of O ri sk forO t held Gover nnent [0 ar e[
schedul e, Ocost DandOper f or manceld( Ref . 5) . OThelcont r act or Or uns[
ri skdasOwel | Owhenlddeal i ngwi t h(Ot hedGover nnent . (Cont r act or sl
must Obelconcer nedCwi t hOt heOavai | abi | it yOof OGover nnment Of unds
(asO approved by[d Congress), O thel contractor’ s abilitydtolO

acqui r elr awlmat er i al sCandOgener at i onUof [r evenue. [
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Ri sk i sOnot OJald casel of O bl ackd and whi te. 0 Ther e ar el
i nnuer abl el shades of 0 gray.d Thel Governnentd andl thel
contractorOnust Ot hereforeldfi ndOwaysOtoOlimtOorOmtigatel
their respectivel risks. O Oneld of 0 thed primaryd means of [
m tigatingOri skl sOt hroughOcontract [t ypeUsel ecti on(Ref. 10, O
p. 1). OThelcontract Ut ypelUagr eedlt olby [t heOGover nment Dandit he[d
contractor Ui st helst art i ngOpoi nt [f or Om ti gati nglandOshari ngd
t heOri skOsoOt hat Ot heldegr eeUof Ori skli sOaccept abl elJt ol0bot hJ
parties. [

Traditional |l yOOthel Governnent [ hasl favoredd thed firm
fixed-priceld (FFP)O contract 0 typeld dued toditsOabilitydtol
assignOthedmajoritydof OriskOtoOthelOcontractorJ(Ref.26).0
Under DalOFFPOcont ract , Ot heOcont r act or absor bsOcost Cover runs. [
Thelcontract or Oi st her ef oredi ncenti vi zedOt olJcont rol Ocosts. [
Addi tional Iy, Dunder DanOOFFPOagr eenment , 0t hedcont ract or Onust [
del i ver Ot helOgoodsUlor Oser vi cesf or Owhi chlcont r act ed. OTheOFFPO
hasot her Jadvant ages[If or Ot heJGover nment . OTheOFFPOgener al | y[I

entail sOOthell east Oadm ni strativeldburdenOwhenOconpareddt ol
ot herOcontract OtypesOanddt hereforellcontractsOcandbell et
nor eldqui ckl y. OUsi ngt heOFFPOcontract Ot ypeOmayOnegat edt he
needlf or Ocontract or’ st odddenonst rat edconpl i ancedw t hJCost [
Account i ngSt andar dsJ( CAS) ( Ref . 5) . (IO

Theltradi ti onal | yOpr ef er r edOappr oachli sOnot Oal ways[Ct hed
best Oappr oach. OCont ract or sdnust [consi der Ot hei r DownObot t ont]
I i nesOwhenOent eri ngli ntoJallcontract. 01t Ui sOnot Dal waysdi n0J
thel bestOself-interestdJof Othelcontractortol assunmel]thel
I i on’ sOshar edof Ori sk. OOAt Ot heOopposi t edendOof [t heOspect r uni]
frond FFPO i sO t hel Cost - Rei nbursenment 0 (CR) O contract 0 type. [
Under O all CRO arrangenent, O t hed Gover nment O r ei mbur ses t held
contract or Of or Jal | Jal | owabl efJandJal | ocabl elcost sOr easonabl y[I
i ncurredli nOt heOper f or mancellof [0t hecont r act 0( Ref . 6, Op. 337) . O
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Under OalJCROcont ract Ot helcont r act or’ scost Caccount i ngdsyst ent]
nust ObeCASOconpl i ant Of or Ocont r act sCover 0$500, 0000( nodi fi ed
CASOappl i es) OandOmay ObeOsubj ect (Ot of0Gover nnent Daudi t O( Ref . 6, O
p. 623). OWil edcost OtargetsdandOsharedrati osOexi st i nCRO
contracts,J theld contractord isl potentiallyd notO asUO
i ncentivized toO control O costsO asl hel i s underd all FFPO
contract, i ncreasi nglt heOdegr eelof [Ocost Ori skObor nedbyt hel
Gover nment J( Ref . 26) . OTheJOCROagr eenent Or equi r esJt helcontract O
t o0put Of or t hJt hei r ' best Def fort’ Or at her Ot hanOalr equi rement O
tol] deliver t held goodsU or U servi cesl] forJ whi ch contract edd
(Ref.5).0O

Bet weenld t hell FPO andld CRO contractd typesO t hereld arel
vari ationsld of 00 eachld contract O vehi cl ed] t olJ mani pul at el andl
apportionldt heddegreeldof Ori skObet weendcontracti nglparties. [
Qui dancel provi dedd i nJ t he Feder al O Acqui si ti ond Regul ati onld
(FAR) Odi rectsOcontracti ngllprof essi onal stoduselJaldFPOt ypel
cont ract OwhenOt heOout conmelcanUbeOwel | - def i nedandlcost Ocanld
bell reasonabl y[J esti mat edd soJ as] t od det ermi neld ald fai r 0 and
reasonabl el priceld (Ref.6,0 p.333).0 Thed FARO directs
cont ract i nglpr of essi onal sOt oOappl yOalOCROt ypelcont r act Owhen
t helout conellcannot Obelr easonabl yOwel | - def i nedd0andOaldegr eell
of Ofinal Ocost Juncertai ntyOexi stsO(Ref. 6, 0p.337). 0Thed FARO
provi desl] t hi sO gui danceld andl contract O typel gradati onsl] t o]
provi deldcont ract i nglpr of essi onal sOOw t h(Ot heabi | i t yOOt oOmake
alcontract Ot ypeUOchoi cet hat DhasUt helhi ghest Opossi bi |i t yOof O
success. [

DoDOacqui si ti onlref ormer sUar elconti nual | yOI ooki ngf or [J
i nnovat i veld approachesOtoOdcontractingdtoOfurtherOmtigatel
ri sk, Dencour ageUalll ar ger Onunber Jof Ocommer ci al Of i r ms Ut oOvi e[
f or OGover nment Obusi nessObydi mtati ngddcomerci al Opracti cesl
andObreakOdownOt helObarrierstthat Oconti nuedtoOshrinkOt held
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def enselli ndustri al Obase. OPri ce-baseddacqui siti ond(PBA) Oi s
an(Jappr oacht hat Ui sOmaki ngOst ri desOt owar dJacconpl i shi ngQal | O
of Ot heseldgoal s. OOPri ce- basedOacqui si ti onOprom sest oldr educel
Government 0 costO riskd byO relyingd ond market O research, O
conpetition, DasymetricOpricing, Oetc., Owhi |l edconti nui nglt o
pl acelli nportancelonObest Oval ued(Ref. 23, OES). OPri ce-based
acqui si tion, Oproper |y npl enent ed, Dhast heOaddedObenef i t Cof O
conf orm ngJDoDOpr act i cest olcommer ci al Ui ndustryOpracti ces, U
t hereby tearingd downO barriers] andJ encour agi ngll broader
commerci al O participationd (Ref. 23, 0ES). 00 Told achi evell t hesell
obj ecti vest he[OPBALSt udy G oupRepor t Oof [1199900r ecomendedall
newJcontract Otypelbedaddedt ot heldcontract st ool Obagt o]
recogni zeOandOappor ti onOri sk nOt heOsanmeOway OasOcomer ci al [
i ndustry. 00O

I nOparticul ar, Owelbel i evelt herelar eldngj or st epsl]
DoDO canl] t akeld tolJ reduced ri sk[J associ at edJ wi t hJ
acqui sitionsd by aligningd DoDO practicesld norel
cl osel yOOwi t hJOt hecomer ci al Owor | d. OFor Oexanpl e, [
withind DoD, 00 thed level ofO perceivedd riskOd
associ ateddd wthd procurenmentsl significantlyQO
af fectsOtheOdeterm nati onlJof OcontractOtype. 01 n
contrast, Ocontract Ot ypeli nlt heCOcomer ci al Osect or [
isdd a0 given, O firmfixed-pricedd ford nost[
acqui sitions. 0 IsO thisO becausel theld comerci al O
sect or Odoesnot ObuyJhi gh-ri skOproduct s?0Wet hi nk[
not. [0 Thel commercial 0 sectord structurestd their(d
pur chasesO tolJ usel fixed-priceld contractingd andl
pri ce-basedUacqui sition. ODoDOcanOt akedalsi m | ard
appr oach. OHowJcanODoDOi ncr easellt heCuselof Ofi rm
fixed-priceld contracts, 0 evenl ford nmaj ord systent]
resear chJandOdevel oprent Oefforts, Ow t hout Opl aci ngd
unduel riskd onO suppliers?0 Byl doingd what all
commer ci al Ofi rniJdoes-0Ostructuri ngdt heOwor kOandO
usi nghanOover al | Dacqui si ti onOappr oachOdesi gned(t olJ
| ower Ori sk Ref . 23, [p. ES-4) . O

Thell PBAO St udyd G oupl recomrendedl all departurel front]
i nstitutionalizedOprocesses(that havelbeconeOallpart Dof Ot hel
DoDdacqui sitionOcul ture. OTheOol dpar adi gniJof OFPOcont ract s
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forO Il owerriskd procurenentsld andd CRO t ypeld contractsl for[
hi gher O ri sk procurenment sl was] chal | enged. 00 Thed PBAO St udy[
Groupl det erm nedd all needl for [ thed Fi xed-price, 0 Vari abl e]
Qut coneld( FPVO) [cont ract Ot ype. OThelneedOar oself r omJaldesi r e[d
todm rrorOcomrerci al Opracti cestdandreducedGover nrent Ori sk
ford “high-riskd Sciencell andd Technologyd (S&T),O riskO
reduction, 00 andl servi cell contractslO (Ref. 23,0 p. ES-8).” 0 TheO
speci fi clr ecomrendat i onCappear edlas([f ol | ows: [

WelJreconmend USD( AT&L) Ui ssueld all DoD-wi deld pol i cyU

meki ngll Fi xed-price,d Variablel Qutconell thel

pref erredOappr oachdf or Dal | OS&TOandOr i skOr educt i on[d

contractsl] (e.g.,0 Prelimnaryld Designl] andl R sk[J

Reduct i on) OandOot her Ocont r act sCOwher eJallr angellof O
pl ausi bl eout conmesl s(possi bl eClandCaccept abl e. O

O
C. O THEOFI XED- PRI CE, VARl ABL ELJOUT COVELICONTRACTUTYPEL

1.0 Inpetusld

Sold what O exact | yO i sOthi sO newd contract [ type?d Bef oreld
t ackl i ngt hat Oquesti on, Ol et JusOexam nelJt heldr easonsUObehi nd
t her econmendati on. OM . OTerryOLi ttl e, Dalnmenber Jof Ot heJPBAO
Studyl G oup, O provi dedd four mai nJ reasons] ford t held FPVQ

contract Or ecommendati on. O

1.0 Many[comrer ci al Oconpani esCdecl i nellt odoO
Resear chlandDevel opnent 0 R&D) (busi nesswi t h{I
DoDlbecausellof Cour Openchant OOf or Ccost O
rei mbur senent Ccontracts. [0SuchOcont ract s{J
demandlicert ai nJaccount i nglst andar dsCandCnmany [
conpani esCunder st andabl y[r esent [t held nt rusi onl]
i nt ot hei r Cbusi ness. Ol n(t oday’ sCenvi ronment [
wellr eal | y[heed[t he[lR&D[capabi | i ti est hesel

conpani esChave. [

2.0 Secondlr easonld st hel nfrastructurelk hat O

conmesw t hOcost Or ei nbur senent Ccont r act s—
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audi tors, [checkers, Cetc. O t’ sCanOunnecessar yll
cost [f or [k heOGover nrent [0t hat CweOpay [bot h{
di rect | yOandO ndi rect |yt hr oughUover headOon[

contracts. O

3.0 Much[OR&DIwor k[t heOGover nnment OdoesUshoul dT
real | yCbealf i xed- pri ci nglarr angenent —ene[]
wher e[l her elJar eld ncr enent al [ nvest ment 0
deci si ons[t olJeval uat e(Jpr ogr essanddeci de[d
whet her Cor Onot [t ol nvest Caddi ti onal ChoneyUor [
cut [t he osseslandUOrovelon[t oot her Opr oj ects. [

4.0 Fi nal |y, [(budget [real i ti esCoft enf or cellus[t olJ
['imtthelnoni esCwelcanspend. CMhenOwelar el
ti ghtl ylbudget [const r ai ned, [but Cusellcost [
rei mbur senent Ccont ract sCwellar e ust [bei ngd
di shonest Cwi t hOour Ocont ract or sCandOour sel ves[
(Ref.15). 0O

AslyoulcanOseelfronidM . OLittl e sOconment s, Ot helnmai nJ
i mpet usObehi ndOt her ecommendat i onOwas [t oJf ost er Cconpeti ti on
andOencour ageli ndust ryOparti ci pati onOby[Orenovi nglbarriers, O
reducell Governnment O i nfrastructure, 0 i nposeld and i ncrenent al O
approachOonOR&DOcontracti ngandOf or cedDoDOt ol i veOwi t hi nO
i t sOownlbudget . [

2.0 Fixed-price, [Vari abl ellQut cone[Def i ned

Thell Fixed-price, Variablel Qutconeld contractl typel
establishesUaldfirmfixed-pricelforalproductUordservicel
t hat Ocannot Obelwel | - defi nedOor Oi sOchosendnot Ot oObeOwel | -
defined. d Thel requiringl activityld generatesl all rangel of O
out conest hat Jar ellbot h{Ipl ausi bl edandaccept abl e[Jt o0t hem 0O
TheOcontractorOputsOforthOitsObestOeffortOtoOdeliverdal
product 0 or servicell withinO theO definedd rangel butd if0O
unsuccessful 0 ford whateverd reasond (barringd crimnall
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activity)OstillOreceivesd100%Iof Othelfixed-price.O1tOisO
i mportant Ot ol notelthelcontractordeternm nesdt held out conmel
under Ot hedOFPVOIcont r act ObasedOuponOf undi ngbdandOt heOr angel

est abl i shedl( resear cher’ sCownldefinition). O

ToOfurtherOclarify, Othel FPVOI contract i sl dependent O
uponlaldeci si onOnmaker Oor Odeci si onlpr ocesslt olldet er m nelt he
val ued of Ot helJ acqui si tionlJ (Ref. 23, 0p. 71). 0 Thel anount O of O
paynment OtodthedcontractordisOfi xed. 0 Thelout conelli deal | yOI
shoul dObelw t hi nOalr angelJof Cpl ausi bl edJout conmesOasdef i ned
by t hell requiringl activity. O Thell FPVO] contract [0 does not [
def i neJallspeci fi clobj ecti velor Oout conmelnor Odoesi t Cr equi r el
t he(contract or Ot olddel i ver . [0“ Thelldegr eelJof Osuccessddoes[Inot [
det er m nepaynent, Of ul | Opaynment Joccur sOwhet her Ot heOeffort O
succeedsJ110%lor 00%I( Ref . 15) . ” 0" TheOFPVOlconcept Opresunes(]
t hat , 0w t hi nOJt helt ot al JDanount Oof Of undsOavai | abl e, Owhat OOt he[
contractor Jactual | yOodoesi sal* best effort’ Ogear edJt owar dJ
achi evi nglDaldnut ual | y[lagr eeabl eldgoal O(Ref. 23, 0p. 72).” 0Thel
PBALY eport Opr ovi dest he(ff ol | owi ngli | | ustrati on. O

| magi nedt hat OyouldhaveldanOagi ngldaut onobi | eCwi t h(

sever al Onmechani cal Opr obl ens. OYour Ogoal i sOt ollget U

asOmanyof Ot heOprobl ensfi xedaspossi bl e, Obut [

youUOonl y[Ohave$5000t oOspendOonr epai r s. OYoulOknowd]

t hat Ut hi sUi sOnot DenoughUt oUf i xCever yt hi ng. OYoulgoO

todalnmechani cOandOdescri bellt hesynpt onsof Ot hel

probl ens. OYoulal sodt el | Ot heOmechani cOyoulhaveOall

$50001 i m t. OYouOt el | Ohi mJt hat DyouOmayOconmeOback

anddfi xOthelremai nder Oof Ot hepr obl enmsdOwhendyoul]

haveUOnor el noneydt odspendlprovi dedJt hat OyoulJar el
sati sfiedw t hwhat UhelChasdonel( Ref . 23, [p. 72) . I

Not Or ef | ect eddi nOt heli | | ustrati onli sOt heJobj ect i velof O
i nposi nglanOi ncrenent al Oapproach. OM . OLittl eddexpoundedon[
t hi sOaspect DasOf ol | ows: 0 Oncellhel(t heCcar Downer) Osees(t hell
resul t DheOmaydeci delJt oJa) Ui nvest Onolnor elnoney i nOt helcar O
anddl i vew thit O i kel t Oi s, Ob) Oi nvest Oanot her Ui ncr erent Oof O
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noney, 0 or; 0 c)d sell O thel card (Ref. 15).” 0 Thed PBAO report [
provi dedd twol] additional O exanpl esd shown i n(J Appendi xOO BO
(Ref .23, 0pp. M1, M 2). O

It0 shoul dO beld notedd thel requirenmentd told payd thel
cont ract or Ot heldf ul | Danount Or egar dl essUof [t heOsuccessUof Ot hel
out conel] addsO thed firmfi xed-pricell el enent 0 tol t hell FPVQJ
contract. JAOdescriptivel yOaccuratednanefor Ot held proposedld
cont ract [t ype, ObasedOupont heOwor di ngUof Ot heOPBALr epor t Dand
suppl enment al Oi nf or mat i ondobt ai ned, Ui sOt helFi rm fi xed- pri ce, O
Vari abl el] Qut comel (FFPVO) O contract. O Wi | ed FFPVQD i sU nor eld
descriptivelyld accurate, J this thesis wll O maintaind thell
convent i onal OFPVOacr onynilest abl i shedd nt he[OPBALY eport . O
D. 00 COVPARI SONCIOFCFPVOOICONTRACT CANDOOTHEROCONTRACT OT YPESH

Thel FPVOO contract O i s ald typeld of O FPO contract. O ThelO
recommendedl appl i cationsO of Ot hel FPVOI contract O areld “for [
fi xed- pri celpur chaseslof [engi neeri nglser vi ces, Omai nt enance, [
studi es, Oresearch, OriskOreduction, Jandd otherd activitieslO
wher el] t held procurenment 0 i s essenti al | yOI an i nvest ment [0 and[
resultsd otherd than al well-definedl endd productl arel
acceptabl el (Ref.23,0 p.71).”0 TheO inclusiond ofO *“riskOd
reduction”d broadensd thell recommendation tol applyd to0O
virtual l yOeveryOcontract Oi nOwhi chOtheOpartiesOattenpt Ot ol
reducelorOm tigatelthei rJownOrisk. OThelOrecomendati ont ol
create anUentirel yOOnew contract Otypel begsUt held questi on
“What 0w | | DaldFPVQOd contract Ogi veOnedt hat O1 Odi dOnot O havel
bef ore?” OAt Ut hi sOpoi nt Jalconpari sonUof Ot heOFPVOIcont ract [
wi t h(exi stingOcont ract [t ypesUi sOappr opri at elJ( Anat - a- gl ancell
conpari sonll slof f er edd nAppendi x[E. ). O

1. 00 FPVOConpar edt o(OFFPO

Firmfixed-pricelcontractslestablishlal singlelpricel

forthell goodsl or [ servi cesd bei ng procuredd t hat O ar el not [
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subj ect Ot odadj ust ment ObaseduponOact ual Ocost sOexperi encedd
by [0t hellcont ract or 0( Ref . 6, Op. 333) . OAsst at edOpr evi ousl y, [t he
contract or Obear st heldpreponderancelof [0 cost, [0schedul edJdandd
per f or mancelr i skOunder DanOFFPOar r angenent . OThedFFPOcont ract [
t ypeOmaxi m zes[t heldcontract or’ sli ncenti vellt oldcont rol Ocost s. [
Under OanOFFPOar r angenent , Oever yOdol | ar Ot helcont r act or Osaves[
i sanladdi ti onal Odol | ar Dof Oprof i t O( Ref . 13) . IO

TheO FFPO contract Otypeli sOtypi cal |l yJusedOtoldacqui reld
commerci al 0 goodsl] andO servicesd whend theld outconeld isO
r easonabl y[Odef i neddand/ or Odef i ni ti vedf uncti onal Oor Odet ai | ed
speci ficationslexi st [J( Ref. 6, Op. 333). UAs[wi t h(Jal | Ocontracts, [
thelcontractinglof fi cer Onust Obelabl et oldest abl i shdalf ai r [
and[¥ easonabl elpri cellt oappl yCalFFPCcont ract . [

TheOFFPOcontract Orequi resdtheldcontractordtoldel i ver
thell suppliesd ord servicesO ford whichO contracted.d Thel
adm ni strati veUbur denlJt ot heGover nnent Ui st hell owest Ounder
allpur eJFFPOar r angenent . OTheFFP, Oasdescri beddi nOt hedOFAR, [
i sOnot [Of or Cusel nChi gh-ri skOR&DOcont ract s Ref . 6, Op. 333). O

Li keOt heO pured FFPOcontract Otype, Ot held FPVOd contract [
al sodest abl i shesOalsi ngl edpricel(non-adjustable)forOtheld
goodslor [Oser vi cesOf or Owhi chOcont r act ed. OAgai n, Ol i ket heOFFPO
contract Ot hed FPVQ cont ract O nmayd bed used f or 00 comrer ci al O
itenms, OsuchOasOaircraftdengi nedrepair, DbutditOnmyOdal sol
appl yd tol non-commercial 0 R&DO efforts.d O O Unlikel FFPO
contracts, Ot helcontract or DdoeslJnot Jassunedt heOmaj ori t yOof O
ri ski nOanOFPVOdar rangenent . ORel i evi ngdt helr equi r ement Jon[
t he contractorJtol del i verJ an out coned andlJ al | owi ngO t hel
contractord told determ neld thel outconell altersd thel riskOd
equati on, [bri ngi nglnor el i skOont helIsi delof OGover nnent . [0
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Thel FPVQ cont ract O does not [ requi red t he out conel t o[
conpl yOwi t hOstri ct Ospeci fi cati onsOnor OdoesOi t Orequi relt held
out conellbellr easonabl yOdef i nedOupOf ront O( Ref . 23, Op. 71) . OTheO
FPVOcontract OdoesOcal | Of or Oest abl i shnent O of Oallrangel of O
out conmes [t hat Uar eldbot hUpl ausi bl eCJandUaccept abl e. OThi sOr angel
of 0 out conesl] servesl] asU al targetd or O boundaryl for O thel
contractor’sOefforts. 0 0O Asl statedd i nOJ t hed FPVO contract U
definitiond section, 0 theld contractor isl not requiredd tol
furni shJanl out coneldwi t hi nOt helrangel of 0 out cones but i s
requi redl] told givel itsO bestJ effort. 0 Thell contractor can
recei velf ul | Opaynment Ounder DalOFPVOcont r act OevenOt houghOi t s
best Uef f ort DwasOunsuccessf ul . OThi sUi sOi nOshar pOcont r ast [t o
t hedOFFPOcontract Owhereldt helcontractor i spai dddonl yOupon(
delivery. O

2. 00 FPVOOConpar edt o0Fi xed- pri ce, OLevel OO CEf f or t O( FPO
LOE) O

TheOFPVOJhasOmanyOnorelsim laritiesOw thOt hedFPOLCED
t hanOw t hOt heOFFP. OTheOFPULCELcont ract Ut ypelr equi restt hel
contract or Ot oJ* provi delalspeci fi edl evel Oof Cef f ort, Oover Dall
st at edperi odof Ot i me” O( Ref . 6, Op. 337) OonOwor kOt hat i sOOnot [
wel | -defined. OAsOi t Oi sOsti | | Oi nOt heOFFPOf am | y, Ot heddol | ar O
anount [0 sCest abl i shedOat [t helbegi nni nglof [t hellr el ati onshi p. [

TheOFPOLCEOcontract Otypeldi sOonl yOappl i cabl elt o0 R&DI
effortsd andd otherd effortsl wherel all topicl isl beingl
i nvesti gat edwi t hDOunknownOout conmes( Ref . 6, Op. 337) . OAsOwi t h{J
t heOFPVO, Ot hellcontract or Ocanlrecei vellf ul | Opaynent Oof Ot held
fi xedOanmount Or egar dl essOof Owhet her Oor Onot Ot heOout conmeli sl
decl areddallsuccess: Ot hed" paynent i sObaseddonOt heCOeffort O
expendedd rat herd than onld theld resul tsO achi eved (Ref. 6, O
p. 337).” ODuellt o0t hi sOar r angenent , Ot hedGover nnment Obear st he
bur denlof Operformancelri skObut Ot enpersdtheldcostOri skbyO

settinglaldol | ar Oval uedd imtation. O
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Theld FPO LOEO contract hasO strictO limtationsO thatO
constrainldtsCapplicability. OThosedimtationslCare:

(a)d TheDwor k(r equi redCcannot ot herw selbellkl ear| y[I
defi ned( as[w t h(OFPVO) [

(b)d Thelrequiredd evel Dof Cef fort [ sCi denti fi eddand
agr eeduponld nfadvancelX i nCcontrast (W t hOFPVO) [

(c)Od Therel slreasonabl eClassur ancell hat [t hell nt ended
resul t Ccannot [belachi evedlbyUexpendi ng ess[t han(d
t helsti pul atedleffort; CandO

(d)0 Thelkontract Opri cell s(0$100, 0000or (1 ess, Ounl ess
approvedlby[t helchi ef Cof [t hellcont racti nglof fi celd
(Ref. 6, Op. 337).0
3. 00 FPVOConpar edt o0Cost - r ei mbur senent [0Cont r act s
TheOprimaryOtenet Oof OCROcontractsdi sOt hedGover nient [
rei mbursest helcontract or Of or Jal | Oal | owabl edandOal | ocabl e[
costslreasonabl ylOincurredd updtolald costOceiling. O Tol bel
al | owabl et helcost Ochar gedt ot heOGover nnent Onust Oneet CICASH
(1 f OCASOappl i es) Dandlt ollbelJal | ocabl elit helcont r act or Onust Obe[
abl edJt odshowdt hedGover nnent OhowJandOwher e[Jt hednoneywas[
spent Ounder Ospeci fi cOaccount i nglcont r ol sOsubj ect Ot o[JCASand[
General | yOO Accept edd Accounti ng Principl esl (GAAP) (Ref. 26) .0
TheOCROcontract Ot ypeldf am | yOnmayUal | owdGover nnent Jaudi t or sO
tolrevi ewd conpanylJaccount i ngldsyst ens, JCASH conpl i anceld and[
cl osel yOnoni tor Ocontract or Operformance, Owhi chOmayO not O bel
requi redCunder Halff i xed- pri cellt ypellkontract. [

Thell CRO contractslO arel currentlyl usedd whend it is
difficultd or inpossiblel told determ nel] theld costd of O anQ
acqui sitionUat Ot hedtimedof Ocontract O(Ref. 6, Op.337). 0Thi s
condi t i onOnost Dof t enCoccur sOwhent helr equi r enent Ccannot Obe
cl ear| yOdef i ned, Oj ust DasOwi t hOt heOFPVOOcont ract . OUnder OCRO
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contractsltheld Government [0 hol dsO thel lion’sOsharelof Oall O
t hreelri skOcat egori es, [cost, Oschedul efJandOper f or mance. OThel
contract or i sOrequi reddt oOput Of or t hOalbest Oef f ort, 0j ust Oas
wi t hOFPVOOcont ract, DandOwi | | Or ecei veOsonedl evel Oof Opaynent O
basedOuponOt hat Oef fort. Ol nOcont rast Ot ot hedJFPVOdcont ract, [
theredisOnoOstipulationdtheldcontractordreceiveltheOfull O
amount Of or Ut heOef fort, Donl yt hat [t hey[r ecei velJal | Dal | owabl e
and(al | ocabl e[costs. [

I nOsharpOcontrast Ot oJFPOcontracts, DCROcontractsOarel
pr ohi bi t edJf r omduseli n(Jt heJacqui si ti onOof Ocomrer ci al Ui t ens. [
Al soli nOcontrast Ui st helcontractor’ sJi ncenti veldt olJcontrol 0
costs. [ Wierell the FPO contractd pronotesd andl rewardsO
efficiency, OtheJCROcontract Otypelperm tslcost escal ati onlJ
provi dedcost sCar ellal | owabl e(Jand(al | ocabl e. O

Thelr equi renent Ui nOCROcont ract sOf or Haudi t or s, Ochecker s
andOnoni t or si ncreasesUt heJadm ni strati velburdenf or Obot h{J
t helcont ract or Dandt heGover nnent Cover OFPOcont ract Ot ypes. [
As[not edabove, Oanli npet usCbehi ndOt heOFPVOOconcept Oi st oOdo
away [ t hsuchli nfrastructure. 00

Limtationsd of 0 thel CRO contract typel havel beenO
ment i onedObut Cwi | | Obel i st edlbel owf or Ocl arity: O

(a)d Alkost-rei nmbursenent Ocont ract OraybelusedConl yO
when- [

(1) OTheOcontract or’ sCaccount i nglsyst enil s
adequat eI or Odet er m ni nglicost sCappl i cabl el old
t heldcont ract ; Dand

(2) OAppropri at elGover nrent Osur vei | | anceldur i ngQd
performanceDw | | Opr ovi delr easonabl elJassur ancell
t hat Cef fi ci ent Ohet hodsOandlef f ect i veldlcost U
control sCarelused. U
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(b)d Theluselof [cost -rei mbur senment Ccont ract s s
prohi bi t edf or [t heOacqui si ti onCof Ocomrer ci al 0
itemsJ( Ref. 6, Op. 337) . O

It Oshoul ddObelnot eddt hat Ot heOFAROmakes[Ot heli nport ant O
di stinctionOthat O CROcontract sl shoul ddJ onl yO bell usedd whenO
“uncertaintiesl invol vedd i nO contract O perfornmancell dod not O
permtOcostsOtodbelesti mateddw t hOsufficient Daccuracyltod
uselany [t ypelof Of i xed- pri celdcontract (i tal i csUadded) (Ref. 6, [
p. 337) . " OTheUOFARcl ear | yOOshowsUOalpr ef er encellf or Uf i xed- pri celd
t ypelcont ract sCover OCRt ypelkontracts. 0

4. 00 FPVOI Contract sl Conpar edld t o Ti el and Materi al sl
(T&W OCont ract sl

TheOTi meandOMateri al sOcontract Otypeli sOi ncl udeddi nd
t hi ssectionlbecauselJof Ot helcrossover Oof Obot hJFPOandd CRO
contract sli nt ot heOT&MJar ea. OTheOT&MIcont r act Ut ypeli sOusedUd
t ol acqui red comrerci al 00 goodsO or 0 servi cesd andl fi xes anlJ
el ement Uof [t helIf i nal Ocost, UsuchOasUOhour | y[wagelr at elJ( Ref . 6, U
p. 351). 0 TheO vari abl ed cost sl areld nost U of t enJ t held cost O of O
materi al DandOmateri al Ohandling. OTheOillustrati onOuseddt o
expl ai nOt heOFPVOOwas [t hat Oof Oallcar Ui nCalnmechani ¢’ sOr epai r O
shop. OI f Ot heOr eader OhasOever OhadOanOaut or epai r ed, Ohelor [
sheOw I | Orenmenber Ot henechani cOwor kedOat Daldfi xedOhour | y[
rateJandd0thedmaterial DJordpartsCOrequireddfordthelrepaird
appear edasseparat el i nell t ensUonllt helhi | | . [

As[wi t h(Ot heFPVQ, Oalcei | i ng, Oor 0“ dodnot Cexceed” Opr i celd
i slest abl i shedOat Ot heOt i melof Ut heOcontract . JSi m | ar [t ot hed
FPVO, Ounder DaldT&Mcont r act Osi t uat i onli t i sOnot Opossi bl et o
det erm nelJt heOdurati onJof Ot heleffort Jor Ototal Ocost. OThi sO
uncertai ntylObreedsOrisk. OTheOriskOinOaldT&VIcontract i s
primarilydtheldGover nment’ s. OThelOcontract or i sOr ewar deddf or [

costl yOpartsOandOmanydl abor Ohour sdasl onglasOhelr emai nsd
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underd thel priceld ceiling. 0 Tol mtigatel thisO risk, O thel

Gover nirent Orust CexpendCr esour ces[t olhoni t or [t heldcont ract or . [

Dust DasOwi t h(Ot heOFPVOOcont r act, Ot heOcont r act or Junder O
aldT&MIcont ract Oarrangenent Orust Oexert Ohi sObest Oef fort Oi nO
t hel performancel of O theld contract.d Thel contractord wll O
recei vell paynment O based] uponUd hour sUJ expendedd andU mat eri al sU
usedUt hat Dar eOveri fi abl edJandOunder Ot heOpri celcei | i ng. OTher e
i s noUguaranteeldthelcontractorw I | Oreceiveltheldprice-
cei | i ngQanount . [

TheOT&Mcont r act Ot ypeOhasUOsonelstrict Ol imtations. Ol t O
i slcl ear | yOallt ypelt oOuselasall ast [resort . OT&MVmay [beJused[
(Ref. 6, Op. 351) O

(a)d onlyCafter [t hellcontracti nglofficer Cexecut eslall
det erm nati onCandf i ndi ngs[t hat CnoOot her [
contract [t ypell slsui t abl e; Oand[d

(b)O onlyl fOhelcontract U ncl udesCallkei | i nglpri celd
t hat (0t heldcont r act or Dexceeds[at [hi sCownllri sk. [

E. 00 COSTOASANCI NDEPENDENTLVARI ABLELCY CAI V) O

Thell PBAO report [0 descri besl t hell FPVO strategyld asO all
var i ant Jof OCost Dasanll ndependent OVari abl e(J( CAl V) O( Ref . 23, O
p. 72) . OCAI VUi sOalldeci si onlOprocessrat her Ot hanalcontract [
t ypeOandOasOof OJanuar y[J20010hasOnot ObeenOnent i oneddi nOt he
FAR OO Whil el CAIVO hasl beend wi delyd wittenld about andO
di scussed, OmanyUd of Ot hosell i nvol vedO i nOt heO dai | ydwor k(J of O
acqui sitiond aredJ unfam liard w th{ bothO t hel ternil andd t hel
concept . (OCAl V[has[beenldef i nedCas(f ol | ows: [

Alul ti - f acet eddmanagenent Oappr oacht o[pl anni ngd

f or, Odesi gni ng, Oranuf act uri ngCandOsust ai ni nglCbest [

val ueldsyst ens[t hat [meet Cwar f i ght er OneedsO
(Ref.27).0O
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ThoughO manyd m ssedl theld proclanmation, 0 CAIVO isO al
def ense-wi deld policyd (Ref.27).0 Conceptual ly, 0 CAIVO fixesO
costsld andd enphasizesd trade-offsd anongd performancel
characteristi csCof ODanCacqui sitionld Ref. 8). O

CAl VO al l owsO an af fordabi | i tyd eval uati onlJ t o] bel

madeUof Ut heOvar i ousOsupport abi | i t yOappr oachesOand

choi cesl anongl reliability, 0 mai ntainabilityl and

supportabilityd options told reflectd progrant]
obj ecti vesCandlt hreshol ds( Ref . 8) . O

For Dexanpl e, Dalnewr i f 1 eli s nCdevel opnent Cf or ODoDOand
theOrequiringdactivityddesiresalcertai nldwei ght, Onuzzl el
velocity,Oreliability, OJandOeffectivelrange. [0CAl VOanal ysi sl
i sOperfornmeddi n(t helsystenslengi neeri nglprocesslandlt held
trade-of f 0 decisionsl beconell partd of 0 thel requirenentsl
docunent . O Bot hJact ual Ocontract or Operformanceldanddschedul eld
ar eJdependent DOuponlt heldf undsavai | abl e[J( Ref . 8) . OUnder OCAI V, O
t hosellr esponsi bl eddf or Odevel opi ngdt hedr equi r ement sCddocunent [
mai ntai nJ control O of O thel outconeld byd maki ngl trade-of f [
deci sionsO priorJtoldthel sourcel sel ecti onl process. [ Best U
val ueJdoeslnot OmeanUhi ghest Ocost ; Or at her Ui t Oneansgr eat est [
capabi li tyOandlreliabilitylfor [k heoneylspent . [1]

TheOCAI VOappr oachli sOsi m | ar Ot o0t hedOFPVOOappr oachdi n
t hat i t Ol ooksOt oli ncrenent al i ze[t helacqui si ti onOpr ocessand[]
makel deci si onsld basedd onld fi xedd resour ces. O CAl VO i sl agai nll
sim | ar Ot oOFPVQ nt hat [i t Osuppor t sbbest Oval uelbyOr equi ri ngd
trade- of f s. Ol nOFPVQ, [t helt r ade- of f soccur Owi t hi nOt helr angel
of 0 plausibleld andld acceptabl el outcones.d Ind thell CAIVO
phi | osophy, Ot her angelli sCOnot Oexpr essl yOst at edJbut Opresent [
j ust [t hellsane. [

Thelldi f f er encesbet weendt heOt woOar elJf ai r | y[cl ear . OCAI VO
i s notd ald contractd typell but O rat her O coul dO bell used i n[
conj uncti onOw t hOJaOFPOor OCROt ypelcont ract . OCAI VUi sOal r eady
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all def ense-w del pol i cyd and hasO beenld usedd onl hi gh-1 evel O
progransldsuchCasOt hedJoint OD rect OAttackOMuni ti ond(JDAM O
andt heOAdvancedOAnphi bi ousOAssaul t [(Mehi cl e[ AAAV) (Ref . 27) . O

The CAlI VO phi | osophyOenphasi zesOi nt egr at eddt eansdmuch
nor eso0t hanOdoest heJFPVOr econmendat i onJ( Ref s. 8, 27) . OTheO
FPVQ contract O i sO reconmendedd primarilyd asd ald tool O for[
contracti ngUof fi cersOwhi | edJCAI VUi sOanacqui si ti onlstrat egyld
desi gnedd tol fosterd ownershipld of 0 cost, ] schedul el andO
per f or mancelbyever yUi ndi vi dual Ui nvol vedi nt heCOacqui si ti ond
(Ref.27).0
F. OO CONCLUSI ONOI

ThisO chapterd highlightsd thed simlaritiesd andd
di f f erenceslbet weenllt heOFPVQOOcont r act [t ypeandt helcont ract O
vehi cl esOal readyll i st edi nOt heOJFAR. OTheOFPVOOcont r act Odr aws [
uponlkeyOel enent sOof OFFP, OFPOLOE, OCROandOT&MIcont ract sOi nd
an(at t enpt Ot olcapi t al i zeOuponOt helst r engt hsOof Oeach, Owhi | el
| eavi ngt he[lweaknessesof Oeachlbehi nd. OTheOai nidof Ot he OFPVO
contract [t ypelli st olddecr easellcost [ri skt ot heGover nnent by O
virtuel of O thel fixed-pricel el enent 0 whi |l el si nmul t aneousl! y[
reduci ngld cost OriskdthroughOanOincrenental Ostrategy. OM. [
Littl e0of Ot heOPBAOst udy0G ouplst at eddFPVOI“ shoul dr epl acel
cost reinbursementd contractsd forO manyd applicationsO
(Ref.15)." O

| O havel al so i ntroducedl t hed CAl VO phi | osophyO t o t hel
reader JtoO highlightOtheOsimlarityl betweenldthell FPVQO] as[]
recommendedd andU anl existingld defense-w del] acquisitionO
policy. O
G 00 SUMVARY[

Chapterd Il O provi desO i nmportant 0 backgroundl dat ald for [
under st andi ngll theld defenseld acquisitiond environnment, O in[

particul arOthelri sksOinvol ved, OandOf or Ounder st andi nglt hel
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genesi sOof Ot heOFPVOdr econmrendat i on. OChapt er OI | Odef i nesOt hel
FPVQOI contract forO theld reader, 0 provi des exanpl esl] and
highlightsOsimlaritiesdandOdifferenceslbetweendtheld FPVO]
contract Candlot her Ocontract Cvehi cl es. O

Chapter Ol I'l Oi nt roducesUt helr esear chlst udyUparti ci pant s
todtheldreader Jandl presentsttheli nformati onOderivedfronil
t hei r Osur vey[r esponses. [
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I'11. PRESENTATI ONLIOFLIDATAL

A. O | NTRODUCTI ONO

Thi sOsect i onli nt roducest helresear chOparti ci pants. OTo
obtai n0 theld highestd qualityd responsesl] thell researcherd
sol i ci teddi nformati onOf r onpeopl elat Ot heJhi ghest Ol evel sOof O
defensell acquisition.O Thel fivel respondentsl] answeredld
questi onsUf or nul at edJt oOdet er m ne: (1) Ut heOappl i cabi i t yOof O
t heOFPVOIconcept ; O(2) Ot hei npact Ot heOFPVOdcont ract Om ght O
havelon[t helri skOequat i onli f O npl enent ed, Oand; 0( 3) Cwhat [t he
FPVOconcept [does i nt helcont ext Cof Jacqui siti onlref orm [
B. 0 | NTRODUCTI ONCOFORESEARCHOPARTI Cl PANTS[

Thelr esearchparti ci pant sCare:

Ms. O Dei drell] Lee, O Di rect or, O Def enseld Procur enent, O

Oficell of 0 theld Underd Secretaryld of [0 Defensel
(Acqui si tion, OTechnol ogylandlLogi sti cs) O

Ms. O Judi t hOJ Bl ake, O Seni or O Procur enent O Anal yst, U
HeadquartersODepartnent Jof Othed Arny, OO ficel of O
t heJAssi st ant OSecr et ar yOof Ot heOJAr my, OAcqui si ti ond
Logi sticsO andd Technol ogy, O Acqui sitiond Reforni]
Di rectoratel

*Pl easellnot e[OMs. OBl ake’ sOopi ni onsOar eJher DownOand
not [t heOof fi ci al Oposi ti onUof Ut heOU. US. UAr ny [

Eugenell Har shbar ger, [0 RADMI (Ret), O USN, O Director, O
Acqui si tionPol i cy, ONort hr op- G unmanIShi pSyst ens [

M . ORi chardlFol ey, OVi celdPresident - Contracts, [
Rayt heonOConpany[

M. O Scottl Parry, [0 Corporatell Director, d ContractU
Pol i cy, OLockheedOvar t i n[OCor por ati onl]

0]
C. O PRESENTATI ONLOFLDATAU

Thelsecti onldt hat Of ol | ows i sCpresent eddi n(t heOf or niof O
t he(quest i onslaskedOandr esponses(recei ved. OFor Osi nplicity, [
the follow ngd formatd will O bed usedd tol indicatel thel
parti ci pant Oprovi dingldtheldresponse: 0(DL) Of or ODei drellLee, O
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(JB) Of or DJudi t h(OBI ake, [( EH) Of or ORADMIHar shbar ger , O( RF) Of or [
Ri char dOFol eyOand( SP) OOf or OScot t [Par ry. [

Thell resear cher 0 has present eddd t hed responses tol t held
guestionsthat Oareldnost Orel evant 0andOaddedOval uedlt ot hel
research. 0 AU conpl eteld | i st of O questionsO i sO provi dedd i n
Appendi xOC. OSonmellquest i onsOhavellbeenOr ephr asedIf r onilt hei r O
original OformdforOcl arity. OTheOneani ngandi nt ent Dof Ot hed
rephrasedd questi onsl hasO beenld kept i ntact. O Thei nt ervi ew]
withD Ms. O Leel wasU conductedd over thel tel ephone.d Thel
r esear cher OhasOaddedOwor ds(it olher Or esponsesf or Ogr anmar Hand
flowd whileOattenptingdtoldthel maintainOintegritydofher
responses. ] Al otherd interviewsl wereld conductedd viall
el ectroni cCmai | . OO

1.0 DoOyoulthi nkdOt hereli sOaldgenui nelJdesi redt odnovel
away[] fronl cost-reinbursenmentd contractd typesQO

whenever Opossi bl e?[

(DL) O O Frondd ald Gover nnent [ st andpoi nt, 00 yes. O Thel
desi reli sOt odappropri at el ydOmanageOri sk. OWeOnmust [
determ neldt hed best Owayt oldmanagellri sk for Ot hel
Gover nnent Candt heCcontract or. O

(JB) OOnOt heOpart Oof Ol eader shi pdt hereli sOalvery[
strongld desiredd told noveld away[l fronil cost-

rei mbursenent Ocontracts. OContractorsCare, OindOnmyO
experi ence, Onorelrel uctant. OBot hUOf i xed- pri ceJand
cost Ucont ract sOhaveUt hei r Downlset Oof Opr obl ensUi n
adm nistration. O It shoul dOJ beld notedd that thel
I nspectorJ General O andl theld General O Accountingl
O fi celareldsonewhat conservati ve, DandUOar eJnovi ngQ
t owar dUJ anlJ evenl greater  conservati sm [0 TheyO ar e[l
recentlylraisingldsignificantdconcernsabout Ot held
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| ackOof Ocerti fi eddcost DandOpri ci ngldat aldandCusi ngd
pricel analysisl alonell tol determneld pricel
reasonabl eness. [0 TheyOfeel Ot hat O sonmedpri ce-basedl
acti onsOmayllnot Ohavelconsi deredOf ul | yOt heOval uel

equat i onOsuch[(t hat [t helt axpayer [i s(pr ot ect ed. O

(EH) O Ther el hasU al ways[l beenl] all desi red t o avoi d[J
cost -typelcont ract sbecausellof Ot heOuncer t ai nt ydof [
requi red fundi ng. O Thi s, O however, O shoul dO not O bel
t hedr i ver Of or Odeci si on- maki ng. Ol f Dallf i xed- pri cel
t ypelcont ract Ui sOusedOwher et heOwor k[Oscopelli snot [
wel | -defined, 0 thel normal O resultl isO difficultOd
cont ract Jadm ni strati onandOalhi ghOl i kel i hoodOof [
cl ai nsCand/ or unsat i sf act or yOper f or mance. [

(RF)O Currentd budgetOlimtationsOaredindeffectd
causi nglcost Ot ypelcont ract sOt odbeli npl enment eddas
fixed; O accordi ngl yOl all novel toll fixedd priceld isO
desi rabl e. 0 However, [0 bot h{J contract O del i ver abl es[]
andd custonerd expectationsO nustd clearlyd bel
fl exi bl efgoal s. O

( SP) ONo, O Ot hi nkOt her edi sOaldesi r e(Jt odnmoveOaway [
fromd <cost-reinbursenent contractsd whenever(O

“appropriate.”

HavellyouUhear dUof Ut heOFPVOconcept [bef or e?0l f Uso, O
what Owas Cyour Dexposur e[t o[t hellconcept 2?0

(DL) OThelconcept Ui sOnot Onewbut Ot heOnanei s. Ol t O
is simlard told fixed-priced researchl andl
devel opment 0 whichlD hasd neverd been w dely0O
practiced. O

(JB) OYes. OThi sOFPVOdconcept Ui sOnot Oent i rel yOnewd]
andl] variousl] aspectsO of O it arell evenld refl ect ed
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wi thi nO0 existingd regulations. Notel alsold thatO
“CAIV'O ord “Cost asl anl | ndependent 0 Vari abl e” [
focusesOveryOheavi |l yOonOf undi ngdli mi tati onsOandd
tradel] spacel withind technical O requirenments tol

achi evelOraxi nunilval uelf or Cavai | abl e(ddol | ars. O

( EH) Ol OwasOnot Dawar elof Oi t Obef or eOyoulbr ought Ui t [
t olny[Cat t enti onCandl [Cr eadt he[OPBAr eport. [

(RF) UYes. OMyOonl yOexposurehasObeenli nUconcept [
devel opnment (st udi es. [

(SP) OYes, O Cparti ci pat ed n(t heOPBAst udylef fort . O

Thel FPVQOI contract O typeld wasO reconmendedd asO all
contractingOreformiinitiativeld nd1999. OWhyOdoOyoul
thinkOitOisOstill OinOtheldconcept Ophase?0WhyOdo
youldt hi nkOacqui si tioninitiativesOi n(0general Oared
di fficultltol nplenment?0

(DL) O Thereld arel several 0 reasons. [ Conpetingl
initiatives, O suchl as[] per f or mance- based[
contracting, 0 overshadowedl ot her O reconmendati ons. [
TheOt opOhasOanO’ i vor yOt ower’ Onent al i t yOt hat Odoes
not OreflectOthelrealitydinOthedfield. OThoseli n
thed fieldd wantO tod followl policy.O Training, O
education,d expectationsd andd conmunication,
conmuni cat i on, Ocommruni cat i onCar edneededt oJi nvoke[

change. U

(JB) O Thi sOacti ond ( FPVOlrecomendat i on) [0 was not [

t akenO-OandOwhi | eJI Ocannot Ospeakdt ot hedr eason[

for(dt his, O Obel i eveli t Ot olbelat 0l east Opart | yOasOall

resul t Dof Osi gni fi cant Odi sagreenent DonOt helOpanel O

whoUOpr epar eddt heOPBAOr epor t -0t ol0suchOanOext ent

that Othedreport Owasli ssueddw thOal cover O sheet [
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statingdthelprincipal sOdi ddOnot O agreedwi thdthel

entirellcontent.

Attorneysl especiallyd oftend reconmendd agai nst
br eaki ngOnewdgr ound; OI Of requent | y(Ohear 0“weOhavel
nold experienceld withO this”asO alJ reasonl not J t oJ
i mpl ement 0 newl procedures.  Contractingl officersl]
andUat t or neysUar elJf ondOof Ousi ngOt hel* 60- M nutes’ [
t est - anJassessnent Jof OhowJallcer t ai nJact i onOwoul dUJ
| ook Ui nJt helJeveni nglnews Onedi aldbent DonOpr ot ect i ngd
t he(t axpayi ngOpublic. O

(EH) O t OhasOl i mtedOapplicability. O(Cul ture)disO
resi st ant 0t oldchange, Oconf or t Ui nOusi ngOwhat Dwor ked [
i n(t helJpast . [

(RF) O Has not 00 been act edd upond becausel of 00 t hel
par adi gniJof Dalcust oner Orequi ri nghalf i xeddanount 0
of OservicesOorOsuppliesOforJalfixeddpricell hasl
been(t oolhar dt oover cone. [J

(SP) O t O( FPVO) Ohasnot ObeenlJact edduponbecauseli t [
was[recogni zedOasOt hedshanidt hat Oi t Oi s. O Ot hi nkO
thedt hreeOprimarylreasonsOrefornmsCareddi fficultO
todinplementOare: 0(1)0thedinitiativesdaredill O
concei vedl andd t husO facel resi stancel f ron] t hoseO
t hat Or ecogni zelt hei r Oi nherent Of | aws; O(2) Oi nerti al
-0 changel isO difficultd toO stimulateld whend itO
chal l enges thel constructd w thinO whichO thel
wor kf or ceJ has achi eved success, [Jespeci al | yOwhenO
i t Oi sOnot Dadequat el yOdenonst r at ed0t hat Ot her eli sCall
bur ni ng needdt o change; Oandl (3) Oconcernstabout [
j obOsecurityO-Ochangelof t enOnmeansOdi spl acenent Hof O
wor ker sdas0t heyOar eldmadellobsol et ellor Or edundant , O

andUOabsent OsonmelJassur ancelJt hat Ot heyOcanOcont i nuel
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tod participated meaningfullyd inO thed changedd

envi ronnent , [t her eld slr esi st ance. O

Do youll haveldalcontract O now or [0 havell youll hadJ all
contract i nOt hepast Owher et held FPVOOwoul d0 havel
beenUappl i cabl edJandUi t sOuseldesi red?0l f Oso, Owhat [
was [t henat ur elJof [t helpr ocur enent ?0

(DL) OThelconcept OhasUObeenUusedUbef or ewi t hout [t held
name. Ul t OhasObeenOusedOonOsmal | er Opr ogr ans. [ONASAL
hasOusedUalf i xedOanount Of or OR&D. [OMay Hal soOhavelall
“fixed-pricellconcept Odenonstration.”

(JB) OThellexanpl eslar elJendl ess. 0O’ | | Ogi veOyoullt woll
si nplisti clOexanpl esllt hat Oar eCallbi t Odi f f er ent Of r ontd
t hoselld n(t helr eport [ -

One, Dalcaseli nOwhi chOalOm |'i taryOconmandOdesi red
told trainl itsO mlitaryd staffd andd tol havel
accreditedd privatel post-graduateld institutionsQ
grant Daldmast er’ slddegr eelJi nJI nt er nati onal 0St udi esl]
t hat Owoul dO0Jgi velcredit Ot oOstudentsOforOcertai nd
mlitaryd classesl theyd werel requiredld tol take. [
Onl yO al per f ormancel basedd andl vari abl ed out conme
contract O woul dOJ suffice, 0 si ncel each accreditedd
institutiond hadO itsO ownl requirenents, d coursell
l'ist, JandOcourselcont ent, DJandOnust Of ol | owddt hosel
i nOor der Ot oOmai nt ai nOi t sOaccredi tati on. OOThelf eel
per Ost udent OwasUOcl ear| yOanenabl e(Jt o0fi xed- pri cell
structure, DonOsi m | ar Ot er rsJt oot her Ost udent sOof
t held nstitution. O

Anot her i sJt ot al Downer shi pldcost O(TOC) Oreducti ond
initiatives -0 fixed-pricel contractsl m ghtO bel
awar dedl t o encour agel TOCL reduction, O i nOO whi ch(d

contract orsd woul dJ bel pai ddJ all fi xedd anmount O t o]
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i nitiateOanddi npl ement OchangesOt hat Owoul dOresul t O
in0 increasedd reliability,d maintainability, O or[
comonal i ty. O0OTheselm ght Obelappr oachedOasOval uel
engi neering, Obut Otypi cal | yOt heOval ueldengi neeri ng
changel proposal O ( VECP) O processl i sl | engt hyd and
of ten vi ewedd asU i neffectivel orJonerousbyOal |l O
parties. ] O A FPVODJ contract O woul dOJ bed all good[
substitute. 0

( EH) OONot T n[Nor t hr op- G ummanJShi p[0Syst ens

( RF) OUnknown[]

(SP) OSur e, Owelcoul d0haveOusedi t, Obut i t Owoul dI
havelpr ovi dednolr eal Oenhancenent Ot o0t helJexi st i ngd
repertoirelof Ocontract [0t ypes. [

DoOyout hi nkOt heOFPVOOcoul d0ObeOusedOsuccessful | yO
i nOper f or mance- basedcont ract i nghdandOper f or mance-

basedservi cellcontracti ng?0

(DL) OThi nkOabout OhowtlyouOspendOyour CownOnoney. Ol f O
youldwer e[t hedonellseeki ngldgoodsJor [servi cesOyoul
woul dJ0 bed unl i kel yOOt o0 get O what 00 i s requi redld or
desi reddi f Oyoulcan’ t Odef i nedt heOr esul t Oyouldwant [
sufficiently. O

(JB) Ul nOconcept, Oper f or mance- basedlcontract sOar eld
out come- basedd contracts. 0 O If0 thed focusO i sO onO
out conme, O thend ald FPVOD contractd isO certainlyd
appropriatell asld of ferorsd shoul dOO havel different O
sol utions, 0 nmet hods, O andd sol] on. 0 O O TheO FPVOJ
appr oachl slal nost [by[defi ni ti onlout cone-f ocused. 0

(EH) OPossi bly, but Owm t h(d i m t edCapplicability. O

(RF) O NotO until O custonerd expectationsl] atJ all O

| evel sO0 ared alignedd withd clearlyd identifiedd
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variablell requirenments.d 0O Conversely,Od clearQd
neasurenent [0 of 0 thel contractor’ sl performancell
agai nst OthelidentifiedOvariabl edrequirenmentsi s
necessary. [

(SP)OIt0candbeduseddnodnor e successful | yOOt han
coul dOsomell essUcont ri vedUOf or niJof Ocont ract . OOYouO
arednolnor eassur eddJof DalOwor t hwhi | edr esul t OwhenO
usi ngd FPVO t hanO you woul dO beJ i nO usi ng al cost [
rei mbur sabl et ypelof Ocontract . [

Do youll thinkO thed FPVOJ woul dOO required norel
Gover nnent Ononi t ori ngdt hanOCROt ypellcont ract s, [t held

sameanount , Oor O essChoni t ori ng?0

(DL) O WelO buyO staffd workO usingd FPVO O both[O
GovernnmentOcivilianOandOm litaryOdenpl oyees( Ms. [
Leeld gavel t he i nsi ghtful O comment O t hat 0 wel hi red
peopl el] at 0 alJ fi xedd pri celd andd t helJ out conmeld per [
individualO variesdd wdely).O Thel extentl of[]
noni t ori ngCr equi red sCuncl ear. O

(JB)U I'n0O the fanpbusO wordsO of O al | O Governnent [
contractingd-0"1tODepends. ” OO1 Obel i eveOyoulOwi | | [
havell ald rangel of O nonitoringd needsd basedl on[
differentd contractd requirenents.d 0O In0O soneld
i nstances, Ot helldi fferencelbet weenFPVOJandOcost [
rei mbur sabl eOmay Ul i ednot Oi nOhowd nuchOnoni t ori ngdd
i sOrequi red, Obut Ui nOwhodoes [t helnoni t or i ng. OOV
woul dd0 expect Ot oldseelallsignificant Oreducti onlin0
over si ght Oof Ot heOaccount i ngUpr ocesses, Obut Oby [t he
sanmelt oken, Owelm ght OseelJanlJi ncreaseli nOcl ai ns, [
nodi fi cati ons, OchangeOproposal s, DandOsolon, Oal | O
of 0 whichl taked al0 significantll levelO of[
adm nistratived effort.O 10 thinkO anO inportant
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el enent Ot hat i sOsomet i meslnegl ect eddbyOpr oponent s
of OPBAOI st hat Dalpr udent Ocont r act or Onmay Of eel Ohel
cand maxi m zeO hi sOoveral | OprofitsonlGovernment [
contract sObyOestabl i shi ngdal separ at el] Gover nirent [
busi nessO unit 0w t h{ al cost-accounti ngd st andar ds[J
conpl i ant Oaccount i nglsyst em OOTheOr easondf or Ot hi s
isd thatd whend al claimO changel order,0d or[
nodi ficationld isl necessary,d theld notiond of[
“al | onabl elJcost ” OconesUi nt olpl ayf or Odet er m ni ngQd
t heOval uedof Osuchlor der s. OOWher edallnon- conpl i ant [
syst entJexi st sfcert ai n(Jcost st helconpanyUi ncl udes[
ind itsO businessU records woul dd havel tolO bel
identifieddandOexcl udedfronilt heOnegoti ati onJof O
val ue. OO0OAddi tional Iy, Ot heODGover nnment Oi sOkeenl yO
interesteddindassuringdthatditOpaysdreasonabl e
pricesd—-0forOoversight0agenciesOli kelthel GAO [0
thisd oftend equatesl tol assuringd that thel
Gover nrent OdoesOnot Obear OJaldi sproporti onat eldshar el
of 0 conpanyd costs throughld whatO wel woul dO
traditionallydO considerd inappropriatell pricingd
mechani snmsJor Oal | ocat i onsOof Dover heads. OOOTher e
isdoftendalthinOlinedbetweend“what Ot held mar ket [
wi | I 0 bear” O and “gougi ng” 0 when onel t hi nksO of O
fai rnessli nlpricinglstrategi es.

(EH) Ol t Oshoul dOr equi redl ess, Obut Ui nOpracticeCw |1 O
pr obabl yOr equi re0dnor edGover nent Ui nvol venment Oduel
t oOwhat Ui sOr eal | y[Jallcost -t ypeUscopelUof Owor k. OOThed
PMIwi | | Oprobabl yOnot Obelw I | i ngdt oOsi npl yOst andd
by Owhi | e(Jt hecont r act or Opr oceedsOw t h[Jallscopelof [
wor kO t hedd PMJ doesn’t[J considerd will O nmeetd thel
pr ogr antneeds. [
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(RF) Ol nitiallydtOmayOrequi reldt heOsanmeOanount Oof [

noni t ori ng; Chowever, Oover [t i melshoul df0goOdown. O

( SP) DAbout [t heOsane. O

What i ncent i vesOdoUOyoullt hi nkOar elr equi r eddf or [t hed
FPVOt oObeOusedOsuccessful | yO(provi dedOyoult hi nk
i t Ocan[belusedOsuccessful | y) ?00

(DL) OThelconcept OhasUObeenUused. Ol ncent i vesOwoul dJ
haveOtolsati sfyOrequirementsOforOrisk. JConcept
won’ t Owor kOf or Opr oduct sOor Oser vi cesOunl essOi t Ui sO
f or Opur elJaugnent at i onlservi ces. U

(JB) Ol ncenti vesOaredandi nt eresti ngdconcept. OOAsO
theld reportd noted, 0 contract structured (suchd as[]
per f or manceldbaseddpaynent s) DcanObelanOeffecti vel
elementd] of 0 incentive.Od 0O Conpetition,d wherel
ef fective, Ui s0al waysUOalnot i vat or ; OhopelJof Of ut ur ed
cont ract sl sOpr obabl y[t helJst r ongest , Ubut 0l eads [t o]
soneld difficultiesd withl thed Conpetitiond inQ
Cont ract i nglAct Oof (01984 asOanended. OOTheOhopeof [
futurelcontract sfrest sConlt helpr em sellt hat Of ut ur ed
cont ract sOOm ght Onot Obelconpeti ti ved(andt husOnor e
lucrativedand/orOl esscostlydtoldobtain). OO ThelO
GovernmentOmght OfindOitsel fOinO al sol e-sourcel
situationdi nOwhi chOi t OhadOl essObar gai ni ngdpower [
andOt husOwasOunabl edJt o obt ai nOt heObest Opri ci ngd
anddt ernsOont heOfol | owonOcontracts. OOl deal |y, O
conpetitiond shoul dO bel mai ntai nedd] asl | ongd asO
possi bl elli n(0t heOpr ocess, Usi nceli t Ui sCar guabl yOone[
of Ot heObest Onot i vat or st owar dlldesi r abl eJout conmes
for [ heOGover nnent . [0
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| f OFPVOi snot OabusedOt or esul t Oi nOcont ract s
for Owhi chOt hell Gover nnent 0 paysJnoneydt odachi evel
littl eldor OnoOresul t, Ot henl Obel i evelt heylOcanObel
usedlsuccessful | y. OOTher eli sCaldanger [t hat Oi t Ocan
bed usedd asU all way t ol escapeld wi tingld all wel | -
crafted, Owel | Ot hought - out Ocont r act Jusi nglexi sti ngQd
procedur es, Dhowever . OOAsOallconcept, Osometi mesi t [
i sdesi rabl e(Jt oOput Jal0“t ag” DonOalt hought Cpr ocess(
thatO will O enableld |earnersd tol categorizel all
procedur e. O0OSuchUal* t ag” Ocanlgi veJalnewpr ocedur eld
orJ processl | egi ti macy, 00 andd oncel it entersd all
comonlbodyof (know edge, [t [ sOor elleasi | ylused. O
(EH) OAsOyoulcant el | ObyOny Opr i or Ocoment s, O Ohavel
strongl reservati onsl about 0t hed effecti venessO of [
FPVO. O

(RF) OPer f or mancebasedpaynent sCar eldnot Osui t abl el
sincel] thisO couldd beconed all tool O tol forcel
contractordtoddoOnoredt hanOrequi red. OOMonet ary
i ncentivesO for O anount [0 of O wor kO acconpl i shed or [
hi gher Or at i ngsOf or Of ut ur eCconpet i ti onsCOwoul d0belall
constructivel ncentive.

( SP) OWhy Owoul dO0t heOGover nnment Owant Ot oper pet r at el
alf raudOonOt heOpubl i cObyOnmai nt ai ni ngOt hat di t Oi sO
usi ngf i xed- pricelcontracting, OshiftingOtheOri sk
equati onldi nf avor Oof Ot hedGover nnent , Owhent her e
i sOnot Dalf i xedOout come?00Theli ncent i vesOpr ovi ded[
t odalcont ract or Dunder Ot hi sOar rangenent Owoul dObe
nodnor elor Ol essUef f ecti veldt hanOt hosedt hat Ocoul dOJ
beOprovi dedJi nOalcost -t ypeUenvi ronnment . OOI f Oyoul
provi deperfor mance- basedlpaynent s, Oyouldsuddenl y[
novelli nt odanOenvi r onnment Owher et heOout coneUi sOnot [
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real | yOJasOvari abl edasOyoulm ght Ot hi nkObecausellt held
performancell eventsO will O dictatel al level O of O
per f or mancellt hat OnmayOor Onaydnot CObelachi evabl e0-0

i ncreasi ngCalkcontractor’ siri skdsignificantly. O

What O rul es, O regul ati onsJ and/ or O st at ut es] woul dOJ
needdt o changellt oldsuccessful | yObegi nusi ngdt held
FPVQO hr oughout [t he[lDoDCacqui si ti onOconmuni ty?0

(DL) ONoOrul esOwoul didneeddt old change. O Youl woul d[J
needdt odf ocusOnoreldonOrequi renments; OhowddoOyould
pri cellt helout conme?l

(JB) O Obel i evelwelcur rent | y[dhaveaut hori t y[it olusel]
FPVO. JUAddi ngfalldi scussi onlof OFPVOJandOpar anet er s
t ol t hell Feder al O Acqui si ti ond Regul ati onlJ Part [0 160
coul dibeObeneficial . dOOTraditional Oprobl ensdw t h(J
all 0 Governnent contracts existl that inpedel
abilityd tol inplementld totallyd comerciall
practices, J suchl asl] theld Servicel ContractJ Act[
requi ri ngdpaynent Oof Ocer t ai nObaseOwagell evel sCand
associ at eddr equi r erent Of or OGover nnent i nsi ght OandO
over si ght Oof Owages. OOOTher eOar eot her s, Of r oniITI NAQ
t o0 Cl CAt odsoci oeconom cprograns. O00O0OTheOwhol e[
issuel of 0 “faird andd reasonabled price’O isl
probl emati cl0wherel ourdnotiondof Jallcontractdi sl
t hat 0 welJ mayl get O not hi ng] f or J our U noney[ - - 0 an
unaccept abl el] outconmel for [ contracti ngd officers, [
att or neys, Dover si ght Cagenci es, Cand[t axpayer s. 0
Therel i s al sol | ongst andi ngld resi stancel i n many[
contractingl conmunitiesdtolrel easi ngld Gover nnent [
estimates] of O priceld tol conpetingd contractors. [
Whi | eld all real O prohi bi ti onJ doesO not O exi st, [0t hel
stricturesdof Ot helProcurenent Ol ntegritydAct Ohavel
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beenl soli ngrai neddi nO procurenent Ostaf f O menber s
t hat Ot hereli sOalst rongdresi stanceldt oddi scl osur el
of OsuchOi nf or mat i on. O0OOThus, Ot heCconcept Oof OFPVO]
and, Oi nOsomeli nst ances, OevendCAI VO canOneet Owi t h[

unexpect edCandunwar r ant edlr esi st ance. [

(EH) O Not hingO I'0 canO thinkd of .0 O Thel keyO t ol
successful Dusedof OFPVOIi sOal0PMIthat Ow | | OkeepO
handsJ of f 0 i n0 contract adm ni strati onlJ andd all
willingnessld told defendl thatO whatever resultO
obt ai nedOwas Dalpr udent Cusellof [t helf unds. O

(RF) Ol Ocannot Ot hi nkOof Oany [t hat Owoul dOhavet olbel
changed. O O Retrai ningd i nOwitingdcontractsd and
measur i nghallcontractors’ Operfor mancelJagai nst [t held
vari abl elJrequi rement sOwoul dd0belnecessary. O OMst
i nportant!|yCalcul tural Ochangeld sCessenti al . O

( SP) ODon’ t Oseellt hi sdasOalst at ut or yi ssue, Cbut Cyould
woul dChavelt o[lchangePar t [116. [

The threed scenariosl (seell AppendixO D.)O arel
exanpl esUof Opr ocur ement sti nCwhi chi t Ui sO0suggest ed
t heOFPVOdshoul d0beluseddi npl acelof OCROt ypesUor [
ot her OFPOcontracts. 01 f Ot heOFPVOJwer eJanUopti on, O
woul d0 youll wused itO inO thesed ord simlarQd
acqui sitions?0 f Onot, Opl easelst at elr easonswhy. O

(DL) OOBasedUuponOpr evi ousr esponses [t hi sCquesti onl]
was [not CaskedUof [Vs. [Lee. [

(JB) OExanmpl ed10-0O0UnmanneddAI r OOr dnanceldDel i very[
Syst eni] ( UAODS) -0 Thel FPVQOcontract i sConl ydone[
opt i ont hat Ocoul dObelconsi der eddi nlt hi sOscenari o. [0
Anot her Opot ent i al Onet hodOwoul ddObeJal“ t our nanment ” O
contract i nd whi ch t hed sanmeld] pool O of O noney i s
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post eddasOalpaynent Of or DJalddesi gnCandpr ot ot ypell
(especi al | yOwhenOt hereli sCal readyOallsi gni fi cant [
body[ of O resear chd and all nunber [0 of O product sO i n
producti onld gi ven sim | ar existingd technol ogy). 00
Thelpr ot ot ypelt hat Owor ks[Obest [get st heOpri zeOandO
t he(pot ent i al [0f or Caldcont ract . 00

Exanpl ed 20 -0 Pi ersidel] Restrictedd AvailabilityOd
(PRAV) - OThi sOi s, Ui t Oseens [t oOne, DanOappr opri at el
application of 0 FPVO. OO O Thed norel traditional O
approachld woul dOO bel al conpetitivel bestO val uel
dissimlard conpetitiond inOd whichl weld providel
prioritiesd told conpetingld contractors, 0 obtain[
of fers, Onegoti at et heOwor kOt odbeli ncl udedOwi t hi n[
andOnoni tor. OOHowever, Ot hi sOcandbel probl emati c
si ncellrepai rOcontract sdf requent | yObri ngdt ol i ght [
pr obl ens [t hat Ower ednot Opr evi ousl yOobvi ous. OOThus, 0
t heOFPVQOi sOnor el i kel yOJt oresul t i nOconpl eti ond
of O t he maxi mumnil porti on of O t hell necessar y wor k[
withind that budgetd amount.d 0O OversightO byQO
know edgeabl e[l t echni cal O staff 0 t o0 assurel val uell
woul d0beOcr uci al . OOOPut ti ngOt hi sOef fort Owi t hi nCad
| ar ger Ocont ext Owoul ddObeli deal . OOMil ti pl edawar ds]
ford simlarOd workd coul dO bel made,d withO thel
contract slset DupOsoUt hat Ot heOr epai r Ocont ract or s
woul dJ bel neasuredd onO theird productiveness,
qual ity andO valuel providedd for[ investnent. [
Fut ur eOwor kOwoul dOOt henObeOawar deddbasedOonOt hi sO
per formancelr ati nglunder [0t helCcont ract s. OO0 n(t he
ol dd0days, Osi nplifieddpurchaselproceduresJusedall
simlardtechni qued -0 cal | edd all “not 0 t od exceed” O
order, O in0 whi chd al val ued was provi dedJ i nO t held

awar d, JandOt heOcont r act or Ocoul dd0doOt heOwor kOandO
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bi | | DanOanount OUPOTOObut Onot i nOEXCESSOOFOt hat [
anmount . U0

Exanpl ed30-0Consul t ant OSer vi ces- OWeOar et al ki ngd
about 00 usi ngd i n0 excessO of O t wol per son-year s of [
ef fort Of or Ot hi sOresear ch, Owel | Oover Ohal f Om | 1'i onO
dol | ar s, Dassum ngUallper - hour Of ul | yOI oadedUpaynent [
t o0t heOconsul t ant Jof 0$150. OOI Owoul dObeOunl i kel yO
t o0 useld FPVOI i nOt helwayl youll suggest Ofor Ot hesel
servicesl sincel thel likelihoodd of O significant
dupl i cati onlof Cef f ort Oseens [t olhelt olbelwast ef ul . OO
( EH) DUAQDSC-Oyouldon’ t [needt ollcr eat eJaldnewdf or ni
of Ocontract Of ordthi sOscenario. OOIt’ sObeendused
many [t i mesUi nOt heOpast Obut OmayOnot ObeOaccept abl e
currentlyld becausell of O theld USDO (AT&L) O policyd
agai nst 0 requi ri ngld contractors tolJ makel conpany[
i nvestment s i nJ devel opi ngd DOD prograns. [0 O Thel
scenari ol woul dOJ I'i kel yO | eadd t olJ t held contract or s[J
maki ngdl R&DOI nvest ment st oOsuppl enent Ot he[ONAVAI RO
f undi ng. OORat her Ot hanOalr epor t, O Owoul dOr econmmendd
t hell del i verabl el beld all ful |l yO pri ced producti onld

proposal . O

M nelCount er measur esdSuppor t O0Shi pO( MCS) - 120-0Thed
FPVQcont ract Owoul dOwor k[Obut CJagai nCyoulddon’ t Oneedd
alOnewdf or nJof Ocont ract . OOl ndi vi dual Orepai rJi t ens
canlJ belindividual  yOOfixed-priceddbyOthelOrepairO
yar ddandt heOSuper vi sor Dof UShi pbui | di ngO( SUPSHI P) O
negoti at est heFFP. [

Consul t ant sO-OFPVOwoul dOwor kObut OwhyOnot Duselal
standardd FFP. O O AsO | ongd asOt hedconsul tant s ar el
careful l yll sel ected, O t hed del i verabl el] shoul dJ be[d

satisfactory. [
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10.

O

(RF) OItOisOnot Ocl earOthat Oi t Dcoul dObeOusedi n
Exanpl ed#2. O0O0Consi der at i onOnust Obelgi vent o0t hel
conpl exi tyOof Ot helli ndi vi dual Or epai rsOal ongldwi t h([d
t heOnunber Oof Or epai rsfacconpl i shed. OOAOnonet ary
i ncenti velwoul dCbeappropri ate. O

(SP) O NolJ becausell your [ scenari osd arell basical | yO
flawed: OO #10i s just O anot her O meansO of U f or ci ngU
contractorJinvestnmentd (i nlJ orderdtol] potentiallyl
secured followond work)O ind progransld in0O
contraventiond of 0 USD( AT&L) O menoU of O 160 Mayd 010
(Ref.21);0#20I1f0it0Oweredreal lydtruedthatOthel
requi r er Owoul d0beOhappyOw t hOOwhat ever [Jget sCldone, [
youlOwoul dOOnot Oneeddalf i xed- pri celdi nst runment ; O#30
WhyO splitd effortd betweend twold firnsd i n( thisO
scenari ol whenl all conpetitiond beforehandd coul dOJ
sel ect Ot heObest Oqual i fi eddandOal | owdt hat Of i r niJt o
expendUal | Ot heOnmoney Ui nOpr oduci ngUalvi abl edst udy[
—0r at her Ot hanOhavi ngleachOper f or nidessenti al | yOt he
samelef f ort [f or Chal f [t heChoney?0

Do youl t hi nk all contract or 0 and t held Gover nnent O
coul dJagr eeuponUallfi xed- pri cellf or Ot hesellt ypesUof [

procur enent s?[

(DL) UOBasedOuponUpr evi ousUr esponsest hi sCdquesti onld
was [not CaskedUof [Vs. [Lee. [

(JB) UAsJallgener al [Onot e, Ol Hantlal wayslast oni shedUat [
what [0 wel canl get 0 contractorsd tol signd upO to. OO
Sonet i nmes, Ot heyUsi gnOuplt oOanOagr eenent , OandOr el y[
uponU anbi gui ti esJtold assuredthat Otheycanl “get [
wel | Ot hroughOchanges. OOO her Ot i mes, OweOmayOget U
t henilt oOagr ee0t oUalf i xedOpri ce, Obut Ut hat Cpri celli sO
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11.

i nordi nat el yOOhi ghOandOwoul dC0beOunaccept abl e. OO nO
all FPVQd envi ronment , 0 however O-0OtheOri skdisOt hel
Gover nent ’ ssi ncelalusabl eOpr oduct Oi sOnot Or eal | yOI
par t Oof Ot heOr equi renment . OOl nCJaddi ti on, Ousi ngOwhat [
welJconsi der Ot oObeOalpoor Oqual i t yOpr oduct Dor Ol owdd
| evel Dof Deffort DasUadver sel past Operformancelli nJ
t heldf ut ur ednay Obelpr obl emat i ¢, Osi nceOwelent er [t he
contract Ow thOtheOnoti onOthat Ot helout conel needd
not ObeOusef ul Dor Ot heOanount Jof Or epai r Ot oldbeddone
i sCat [k helcontract or’ sCdi scretion. [

(EH) O Yes, O but 00 For 0 UAODSLI t heD USDU ( AT&L) O pol i cy[
coul dbeJalpr obl em [

(RF) OYes, Oexcept Of or OExanpl ed#02. O0OSeeldconment s
i nOanswer J110f or OnyOconcerns. O(1tOi sOnot Ocl ear O
t hat 0 t Ocoul dObeOusedOi nOExanpl e0#20consi der ati ond
nmust Obelgi vent ollt helconpl exi t yOof [t heli ndi vi dual 0
repairstd alongld wth thel nunberd of0 repairsQ
acconpl i shed. O O A nmonetaryd i ncenti veld woul dOO bel
appropriate.)

( SP) USur e, OUshowne [t heOnoney! O0OBut , Odolyoulr eal | y[O
want 0 alJ contractor told pricel inO all O sortsO of O
conti ngenci esldi nOorder OtoOachi evedJalfi xed- pri cel
forOef fort Ot hat Oshoul dd0Obelpri ceddi nOsonmedmanner O
that 0 al l ows all | essl] conservativel approachl tol
prici ng?l

How] effectivel yOO do yould t hi nk(J t hed FPVQO] woul dJ
mtigatell cost andd performancel riskd inO thel

scenari os?0

(DL) OBasedOuponOpr evi ousr esponses(t hi sClquesti onl]
was [hot CaskedOof (V. [Lee. [
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(JB) O Exanpleld 10 -0 (UAODS) O CostU riskO shoul dOI
decreasell sonewhat; [ performanceld riskO woul dO
i ncrease. [

Exanpl e 20 -0 (PRAV)O Cost[ riskd significantlyd
reduce;  performanced riskOd couldd increasel
mar gi nal | yOsi ncewedoOnot ODhaveli nsi ght Oi nt ot hel
effortd0 expendedd andd wouldd needd highly0O
know edgeabl e[t echni cal Oover si ght. [

Exanpl el 30 -0 (Consul t ant O Ser vi ces) [0 Assum ngld well
haveUt hedri ght Odol | ar Oval ueConOt heOeffort, Ocost [
ri sk woul dOJ bel somewhat [ r educed, O but O I O bel i evel
per formancelri skOwoul dOJi ncr ease-[t hequal i t yOof 0
endUpr oduct Ocoul dO0decl i neJandldgener at eJaddi ti onal [
contract Jadm ni strati onJar gunent s-0f or Oexanpl e, [
whet her 0 theld Governnent 0 wasl provi di ngll neededl
informationl ord thed informationld wasl inO an0
unf oreseenld | ocati onlJ usi ng upld | ot sO of O funds onlJ

travel . O
(EHOIfOinOfactOtheOPMIisOwi I lingOtoOl etOthel
contractor proceedd wi t hout [ Gover nnent [

i nvol venent/interferencellt Om ght Dwor k. (O

(R OItOwoul dOO beOveryOeffectivedinOmtigatingd
bot h; O however, 00 onel nmust 0 understand that O thel
cust oner needsUmay[bell ess[t hanlsati sfi ed. O

(SP) UR skOonOwhoselpart 2001 nappropri ateJusedof [
fi xed-pricelcontractslincreaseslcontractorri sk, O
evenU i nOJ al vari abl el out comel] situati onl becausel
expectationsl] arel] differentd inO al fixed-pricel
envi ronnment . 0 0O FPVOO woul dJ t echni cal | yO bi ndJ bot h{
theOpricelanddtheOrisk, dbutOthelriskd of 0 not
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12.

13.

O

O

obt ai ni nghdalusef ul Oproduct Owi || Ostill Oexi st Of ord
t heOGover nment . [

DoOyoudt hi nkOt heOcont ract or’ sObest Oef f ort Owoul dJ
sati sfylt heJGover nment’ sCgoal s/ desi res?[

(DL) OBasedOuponUpr evi ousUr esponsesUt hi sCdquesti onld
was [not CaskedUof [Vs. [Lee. [

(JB) Ul f Obest Uef f ort OwasUpr ovi dedbyUalcont ract or, [
andJ assum ngO t hat O t hed Gover nnent I expectati ons
relate(tolreality, Oyes. 0O

(EH) O Possi bly, Obut Ol Ocan’tOvi sual i zellald PMI not [
gettingld involvedd ifO held doesn'td Iiked thel
prospecti velout cone. [

(RF) O TheO custonerd goal s/ desiresd mayd not O bel
satisfieddunl essthelcustonerJhaslacceptedddt held
changeslinOcul tured neededl (i .e., Oacceptancel of [
otherd thand al conpleteld acconplishnmentd of[

requi renents). [

(SP) OM ght Oor Om ght Onot . OOMost Ocontractorstw |1 [
beleager Ot oOsat i sfydt hedGover nment’ sCneeds, Obut [
t hei r [best Cef f ort sCmay[hot [bellgoodenough. O

Onedof Ot heOadvant agesOof Ot hed FPVOi st hat Ot hel
fixed-pricel elimnatesl thel baggagel that 00 conmesO
wi t h(d CRO contract s suchl asl] audi tors, O checkers, O
et c. ODoOyoudt hi nkOt hi sUi sOt rue?0l f Ot rue, Ui sOt hi sO
allgood[t hi ng?0

(DL)O O YouO stillOd haveld politics,d Congress, [
t axpayer sld andd prot ests. JAudi tors ar eld neededd i nJ
t hi sCenvi ronnent . [
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(JB) O Yes, O 10 woul dOJ agreeld that O all fi xed-pricel
el i m nat esdd nmuch cost-accounti ngd baggage. O 0O It
of t enfJaddst oot her Oover si ght Opr obl ens, OsuchasO
anlJi ncreasedneeddf or Oi ncent i veOar r angenent sCand
itd certainlyld doesl notO reducel theld needd for[
t echni cal Oi nvol verrent . OOSonmeOwor kOef f or t Omay Onove
froniJadm ni strati ont olcont ract Uf or mat i onC—Owher e
t herei sgreater Oneeddfordinformation, Ocreativel
contract Ostructure, DandOdet ai | edld negoti ati onlJof [
expectations, [0 assessnmentd of 0 work[ effortd andO
structuringdrequirenentsdi nCJout conme- baseddt erns, O
andr esol uti onOof Canbi gui ti esl nCdocunent s. [

(EH) OW t hOr espect Ot odaudi t or sOi t’ sOpr obabl yOt rue. OO
As[] not edd above, U becausel of U t he nat ured of O t he
wor k, [t hell i kel i hoodUof Dext ensi velOPMJi nvol venent , 0
whet her 0 perm ttedd byd t held contract [ or 0 not, O isO
hi gh. O

(RF) OW t hOr espect Ot oaudi t or sUi t’ sOpr obabl yOit r ue. [
As[] not edd above, O becausel of 0 t hed nat ureld of O t he
wor k, Ot hel i kel i hoodOof Oext ensi vePMi nvol venent , 0
whet her O perm ttedd byd t he contract 00 or 0 not, O isO
hi gh. O

(SP)UNot OnecessarilyOtrue. 00O1tdisOveryOli kel yO
t hat Ot heOprograntJofficelw || Ohavelt olsubstitutel
i t sDownOover si ght Ui nOensur i ngOt hat Oi t Ui sOget ti ngd
val uelf or [0 t sCnoney. 0

What 0 dol youl perceivel arel theld strengths andO
weaknessesof [0t he[OFPVO?[]

(DL) O Weaknessesd areld definitionld of O requirenent sl
(Government Ui sOuncl ear DJasOtoOwhat it Oi sOafter) O
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andOobl i gat i ngOf undsOf or Owhi chOt her eldi sCOnoOr ermedy [
f or Opoor Oper f or mance. OTheOoneOst r engt h(Ji sOt hat i t O
i sCeasyluse. [

(JB) OFPVOIrecogni zesOconstraintsOof Oprice. 001 nO
fact,DJoned mghtOalnmstOcall OitO*“Pricel asdd and
I ndependent [DVar i abl e” Ocont ract i ngli f Donelext ended
the CAl VUi dea. DOWOaredessential | ydbuyi ngdt hel
maxi muniJval uewelOcanOforJallstateddfi xed-price. [
Thi sOf ocusOonOpricelupdfront, Oi f Dhandl edOwel |, O
canJ leadd toO wusefull dialogueld andld openO
comuni cati on. O0ToOt helext ent [t hat Jout conesar el
poor | yOdef i nedt her eli sOalddanger Ot hat Ot helef f ort [
will O lackO directiond and, O therefore, 0 purpose. I
Qut coneslar elJbest Oneasur eddwhent her edi sOallgoal [

i nOm nd. O

(EH) O Weaknesses —[0 asl not edd i nO t he responses(]
above, [0 previousl attenpts tol forceld notd well -
definedd workd scopesd intod al fixed-pricel

envi ronnent Chavelgener al | yChot Dwor ked. [

(RF)OStrengthsO-0OContractorsw | | Of ocusOonOt hel
critical Orequi renment st heyOcanOacconpl i shOf or Ot he
dol | ars. 0O Weakness[] —[0 Thel cust onmer [0 may [ not 0 get [
ever yt hi ngt heyOwant ed. O

(SP) OAsal readyUdi ndi cat ed, OFPVQOli sdaldshanilt hat 0
servesU nol identifiabl el purposel] ot herd thanO t o
al lowl] theld partiesl tol indicatell thatU theyd arel
oper at i ngli n(alf i xed- pri cellenvi ronnent .
D. OO CONCLUSI ONOI
EachOof Ot heOhi gh-1 evel Oacqui siti onOcomuni tyOnenber s
parti ci patingdi nOthi sOresearchOef fort Oprovi desOadsl i ghtlyO
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di ff erent Oassessnent Jof Ot heOFPVOOconcept Of ronidt helot hers. O
ThelOconmonlt hr eadi sOt hat Oal | Of i velparti ci pant sl ookedat [
t heOFPVOIconcept Owi t hOskepti ci smlasOtoditsOapplicabilityd
andOutility. OO

EachUOparti ci pant OwasOpr ovi dedOwi t h(t heOopport uni t yOJt o0
of fer 0 anyl] addi ti onal O coment s onlJ t hed FPVQ concept O t hey
t hought Checessary. [Her eld sOwhat [t heyhad[t osay: [

(DL) OTher eldi sOnoOr oonilf or [t heOFPVO( i nCJGover nnent [
contracting)

(JB) OOnedof Ot hedthi ngsdt hat [0 concer nsdnmed about 0
FPVO] contractsl isl and externald environnentd
requiringdnotJonlyOresultsOfronidcontracts, Obut
al sopositivelresul ts. OOl nOandFPVOd envi ronnent [
wher elJ oneld potenti al [J out conelJ i s alJ negati vell onel
(thelOpr oj ect i sOshel vedUsi ncelli t Ui stnot Uf easi bl e, 0
f or Dexanpl e) Ut her eli sOallt ai nt Oof [ fai | ure” Donlt hel
proj ect Oandld onOt held Servi celdthat supportedlthel
project.d O Congressionald fundingd isO oftenl
predi catedd ond “success”; [ GAOJ oversightOd of[
contract Ospendi nglrevel sOOindidentifyingd"“waste” [
or0 taxpayerd dollarsO illO spent.d O InO thisO
environnment 0 al tacitd recognitiond thatd “best[
ef fort” Om ght Onot Oresul t i nO"“success” i sOl'i kel yOI
t olbelpoliticall y[detri mental [t odalpr ogram [

(EH) OAsOyoulcanOtel | Ol ODhaveOalOdeci dedJI ackJof O
ent husi asniJfor Ot hed FPVOdtypeldof Ocontract. OO I nO
i mtedOsituationsli t Om ght Obelbenefi ci al, Obut Ui nO
nmy Oexperi encellat t enpt sOt oJf i t Ocost -t ypelscopesUof [
wor k[J i ntod fi xed-pricel contractsl] endd upd bei ngd
contract d adm ni strationld ni ghtmares. [0 01 0 suggest [
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youldr esear chlOver yt hor oughl yOt hell i t er at ur edanCon
sel ecti onOof Of ornidof Ocontract. OOMyOrecol | ecti ond
i sOt hat Of or Of i xedOpri ci ngldyoullneedOaOdefinitivel
scopeld of Owork. O O1f0Oad pricingldreviewd doesn’ t [
i ndi catelJfi xed-pricingdi sOappropriate, Odon’ tOtry[O
t o0f or ceJt heOwor ki nt odanUi nappr opri at elJf or niJof O
contract Candlcal | Ot [*acqui sitionlreform ™0

( RF) ONone[

(SP)OIfOitOi sOnot Ual readylappar ent, Ol Dantdnot Jall
fanOof OFPVO. O0OI f Ori skOi sOsollgr eat Ot hat Jallcost -
typelapproachdi sOappropriate, Dusedit! 001 fOnot, O
uselaltrul yiof i xedOpri celd nstrunent. O

I t Oshoul dObelIr ecal | edt hat Conelof [t heli npet usesbehi nd[d
t heJFPVQconcept , OPBAOandOacqui si tionlrefornidi tsel f 0i sOOt o
makell current 0 Gover nment 0 practi ces norell | i keJ t hosell used[
bet ween conmmerci al O firnms. 0 Theld negati vel percepti onsd andld
sent i ment Ot owar ddaldconcept [t hat Obeganwi t h(Jt henobl eli deal [
of OintelligentdacquisitiondrefornidisOtol sayldtheld |l eastOd
surprising. O
E. IO SUMVARY[]

Thi s chapter presentedUd thed i nformati ond aslJ it wasO
recei ved frontl t hell study partici pants. O Thel next O chapter O
anal yzesUt hesedat allandOappl i esOt heQanal ysi sOt o0t heJi ssuesU
of OFPVQOI contract OtypeUapplicability, Orol elinddacqui sitiond
ref orm Oandbarri er sCt old npl enent ati on. [J

O

OooOooooOo O
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| V. DANALYSI SLIOFLDATAL

A. O | NTRODUCTI ONO

Thi sOchapt er Opr ovi dest helr esear cher’ sOanal ysi sUof [t he
dat all present eddi nOt hel previ ousl] chapt er JandJ anal yzest hel
rel ati onJt odkeyli ssues. OThelr esear cher OhasOi denti fi eddt hel
t hr eelkeyUi ssueslrel ati nglt ot heOFPVOJas: (1) Oappl i cabi lityO
of Ot heOFPVQ, O(2) Ot hedFPVO sUrol eldi nOacqui sitiondreform O
and; [ 3) (barri er st old npl enent at i onCof [t heOFPVO. [0
B. 0 ANALYSI SOOFODATAL

1. 0 Contract LTypel]

[(Mhi | ed therel i sO all general O desireld told usel FPO typel
contract sl whenever [J possi bl e, 00 t hell responsesU i ndi cat el FPO
vehi cl esshoul dlOnot ObelusedOwher edt heyOar elJi nappropri ate. [
ToOuseOalFPOt ypelcont ract Or equi r esdt heldesi reddout conedt olJ
beOsufficientlyOdefinedsoOasOtolOmtigateOriskOforOall O
parti esl nvol ved. [0

TheODepar t nent Oof [ODef ense, HandOt heONavy i nCparti cul ar, O
of tenlci t e[t helcaselof [0t heA- 120pr ogr aniwhendi scussi nglt hell
appropri at enessllof [cont ract [t ype. OTheA- 1200pr ogr anidcont r act [
wasl all fi xed-price-incentivel contractfor O what [ basi cal | yI
anount eddd toll all researchld andd devel opnentd effort. 0 When[
Nor t hr opd and LockheedO ref usedd t o agreeldt o enter i nt od all
fi xed-pricelcontract, Ot helcont ract OwasOawar dedt oOOMcDonnel | O
Dougl asOandOGener al [ODynam cs. OMcDonnel | ODougl asandGener al [
Dynam csCOwerelll eddt o0 bel i eveldconpetitionlexisteddanddsol
reduceddt hei rObi dsOt hroughOt wolroundsof Obest DandOf i nal O
of fersd (Ref.7).0 Twoll yearsO afterd award, O t held Navy[ was[
noti fi eddJt heOschedul edOf i rst Of I i ght Owoul dObeOsi gni ficantl yD
del ayedUandUt helJf ul | - scal elldevel oprent Uef f or t Dwoul dover run0
thel cei lingOprice.dThel Navy wasO al sol i nfornmedd not O al | O
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per f or mancelspeci fi cati onslOcoul dibelnet . OThr eelyear sOaf t er O
cont ract Oawar d, [0t heCJGover nnent [0t er mi nat ed0t heJA- 1200cont ract O
forOdefaul t (( Ref.1). O

Sevenll years(d afterd theld Governnentl issuedd thel
termnationOforOdefaultOitOwasOconvertedd by al Court [Jof O
G ai msUrul i ngOt oOJallt erm nati onOf or Dconveni ence. OTheOcourt O
or der edt hellGover nnment Ot olpay[McDonnel | ODougl asOandOGener al O
Dynam cs0%$3. 8770bi | | i onOonOalcontract Jori gi nal | yOexpect ed[
todcost 0$3.9810billionO(Ref.1). ONoOvi abl edairpl anesOwer eld
produceddandt hellGover nment Dhaddlittl edtoldshowIfor Ot hi s
i ncr edi bl elJexpense.

Thelst ri ki ngOf ai | ur elof [t heJA- 1200pr ogr anili sOsuf fi ci ent [
evi dencelf or Omany i nOt heOacqui si tion0f i el ddt oOavoi dOf i xed-
priceldtypelcontractsldfordanyt hi nglbut Ocl earl yOOdefi neddor [
ot herwi seldl owri sklJacqui sitions. OThi sOattitudeli sCrefl ectedd
i n[t hellst udyparti ci pant’ sCresponses. ]

2. U0 I ncongruencelll

a. [0 ResearchlCand[Devel opnent [iver susUAl | [Coner s

As[Ms. OLeelpoi nt sOout Ui n(Jher Or esponset olquest i ond
nunber [0 si x, O wel i nO Gover nent [0 acqui sitiond usel t hel FPVO
approachd frequent!l yOinOthat Owel hireld peopl el at 0 all fi xed[
sal aryldw t hout O know ngldwi t hO certai ntydwhat [0t hei r O out put [
w | | Obe. OFor Oexanpl e, Ot heOout put O(out cone) Of or OGS- 12s0i s
di fferent Of or Deachlj ust DasOeachdO 40hasOalldi f ferent Ol evel O
of Dout put. OO Omaj or Odi fferenceldbet weenldhi ri nghandOfiri ngld
practi ceslanddt heldacqui siti onOof Oresearchlandlldevel opnent [
itenmsUi st heOnmagni tudedof Ori sk. O1 ndi vi dual Omanager s havel
theOabilityOtoOeitherOclosel ylsupervisellordnotcloselyl
supervi se, Ot heylcanlassi gnldco- wor ker st oJt r ai nJandeducat e[l
newlper sonnel OandOt heyOcanOusual | yOdet ect Opr obl enmsdqui ckl yO
dued tol theld closeld proximtyld of 0 thel managerd andO thel

54



wor kf or ce. 01 nOt hi sOenvi ronnent , Oof f eri ngOdalOf i xedOwageOand
recei vingd alJ vari abl ed out conmel i s bot hd anti ci patedd and
reasonabl e, Ot hedr easonabl enessst emm nglf ronidt he manger’ s
abi | i tyOt odassessandOmi ti gat edri skJaccor di ngt oldi ndi vi dual O
need. [0

Def ensel procurenent, [0 particularlyld researchl and
devel opnent O f or O maj or [0 weaponld syst enil acqui sition, i slnot O
conduci vell told theld saneld oversight and periodi cl coursel
correctiondf oundli nOt heOmanagenent Dof Oper sonnel Oor Ui nOt hed
acqui si ti onof OcommonOcomrer ci al Jgoodsandservi ces. OOThel
ri skJi nherent Oi nOat t enpt i ngt ot r ansf or niJalconcept Ui nt o0dall
t angi bl eJ obj ect O nust [0 bell r ecogni zedJ andl val uedd soJast olJ
determ nel] thel procurenentd nethodd w th(d theld highestO
possi bilityOof Osuccess. Ol nOR&Dacqui siti ondt hedGover nnent [
i sOt ol dOt oOst ayOat 0“ ar ns Ul engt h” ODandt heJcont r act or Oseeks[
t oCwi t hhol di nf or mat i onConOcost sOandOpr of i t. OTher eJdoesnot [
exi st Ot heOsanmehi er ar chybet weenOGover nnent [andlcont ract or
asli sOf ounddi nOt heOenpl oynent Oscenari o; Ot hedcont ract or Oi s
wor ki ngf or [0t heboar dCof [di r ect or s, [not [0t heOPr ogr anilXf f i ce. [

b. 0 CQutconellversusCExpenditurel

InO herO responseld tol questionO five, O M. O Leel
conpar esJGover nnent Dexpendi t ur elof Of unds Ot oOhowi ndi vi dual s
managelt hei r JownOf i nances. OWul dO0anUi ndi vi dual ObeOw | | i ngO
t olgi velanot her OnmoneyOw t hOnoOguar ant eeof Ut heOout cone?0The
cl osest Uper sonal Oexanpl eli sti nvest i ngli nOt hedst ockOmar ket O
wherelreturnsOonOnoneyli nvest edd ar eld not [J guar ant eed, Oyet [
m | 1ionsOof Opeopl el dail yd put O noneyl i nt o st ocks, U nut ual O
f undsJ andl bonds. O Presumabl y[I i ndi vi dual s who i nvest 0 al solJ
considerd riskd andld managel thatl riskO byl allocatingl

i nvest ment sacrosst helri skOspect rum OO
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Thi sOi nvest nent O exanpl el i sO uni que. O Fewd i f 0 anyO
i ndi vi dual sOwoul dO0belOwi | | i ngt oCgi veOnoney Ot oOalpl unmber Owho[
cannot OassuredhelcanOrepai rdalll eakOor Ogi veOnoneydt odal
mechani cJ whol cannot [0 guarant eed hedwi | | Orepairdalcar. O nO
general , O i ndi vidual sO0 want O toJ knowd t hel out conel] beforell
openi ngldt hei r Ocheckbooks. 0Sol0t oot heldGover nment Owant sOt ol
knowOwhat Ui t Owi | | Obedgetti ngdi nOexchangeOforOm | 1ionsOor O
bi I'l i onsCof Odol | ar sCpai dlout .

3.0 PurporteddBenefitsUOof OthelFi xed-price, OVari abl el
Qut conellCont r act U

a. ] D sengagenent UJ

Onelof Ot helsel | i ngUpoi nt sOof Ot heJFPVOi st hat i t [
wi | | Ohel pt o0Odi sengagellt heldGover nnment Of r onilt helJcontractors. [
I fOthel FPVOd canOactual l yOaffect Ot hi sJdi sengagenent, Ot hell
resul t Oshoul dOObell essOnoni t ori nglandOover si ght DonOt heOpart [
of [t heOGover nment . 0Pr oj ecti ngOf urt her, Ol esslover si ght Owoul dJ
meanl]l essOover si ght i nfrastructured(l essUexpense) Uf or Ot held
Gover nnent . OTheOPBALr epor t Ost at est heldbuyi ngUof f i celdhasOan(]
“affirmativeld obligation”d told nonitord progressd andOd
per f or mance- basedl] paynent s coul dJ belJ usedd ef fecti vel yO i n[
conjunctionOw thOthi sOnonitoringd(Ref.23,0p.72). O0ThisOisO
contraryOtoOtheOclainmdthed FPVOIcontractOwill Oall owdtheld
Government O t o0 di sengaged itsel f O frond t hed contract or 0 and

moni tord ess. O

TheOGover nrent Ui sCunl i kel yOt ot akeOallconpl et el yOI
hands- of f Dapproachlf or Ohi gh-ri skOcontracts, Oregardl essUof [
contract typel used.d TheO hierarchical O natured of 0 ourO
Government Orequi restinformati onOtoOfl owdupUOthelhi erarchyl
anddt hat Of | owJof Oi nf or mat i onJi ncr easesi nOdi rect Orel ati ond
t ot heOpri orityOdand/ or Ori ski nessOof Ot helacqui sition. OThi s
i nformati onr equi reddt oOf | owupUi sOt ypi cal | yOobt ai nedf r ont]
Progr antJOf fi cesUt hat Onust Oconf er Odi rect | yOw t hCIcontractors. [
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I nd short, O high-risk acquisitionsd will O general |yl al ways[
requi redadhi ghCOdegreelof Oover si ght DandOnoni t ori ngdduellt o
t helr i skdandOexpensell nvol ved. 00

b. Increased Competition

Thell FPVQOd contract Owasl] concei veddof i nOpart 0t ol
encour agel] traditionall yO non-Defensell contractors toll takell
part Oi nODoDOacqui sitions. OThedOFPVOIcontract Oal sodrequi res(]
past - performancel t old beld usedd asl all key conponent 0 of O ri sk
m tigation. OTheOGover nnent [hasnolpast Oper f or manceldat alJf or [
defensell acquisitionsdd onld traditionallyd non-Defensell
contractors. 0 Thi sl i nformationl coul dJ bel obt ai nedd t hr ough[l
addi ti onal Omar ket Or esear chlbut [t heli nf or mat i onOobt ai nedOmay O
not O belasOr obust Ot held Gover nment Onmaydw shl(onlt held ot her O
hand, Ui t Omay[belbet t er) . [ORel yi ngluponlpast - per f or manceldat all
bet ween conmercial O firns nmayd i ncreasel thel threeld mai n[
categoriesOof OriskOandOthi sOOincreaseddri skOnmayOserveltol
excl udellt hellver yOcont r act or st he[OFPVOcont r act Cwasldesi gned
tollattract.

c Multiple Award

TheOFPVOIconcept Oal solcal | sOf or Onul ti pl edawar ds
todm tigatelrisk. OAddi nglcont ract or sfdi ncreasest heOanount [
of 0 workO necessaryll for[ acquisitiond planning, 0 sourcel
sel ection,Ocontract Jadm ni strati ondandOcl oseout. OMiltipl el
awar dsi ncr easest helanount Oof Cadm ni strati onCr equi redbot h{J
pre- awar dJ and[] post - awar dlJ andO mayd i ncreaseldt hel nunber O of [
protests. d Wil el theld “nonitoring”0 functi on may[] decr easel]
under O FPVO, Oit0OisOveryOli kel yO ot her O conmponent s of O t he[
contracti nglprocessOmaylexperi encelJanli ncreaseli n(requi redd
effort.

TheOPBAr epor t Oal solst at eslIt helJdconpeti ti velaspect [
wi | | Onoti vat elJconpetitorsdt ol maxi m zeli t sOacconpl i shment s
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particul arl ydOwhenOtherelisOalfol | ow onld progranil anddt hel
acconpl i shnment sCof Ot heOFPVOcont ract Owi | | Opl ayOJalCmaj or Cr ol el
i nOsel ecti ngdt heOw nner Of or Ot hef ol | owJonOeffort.” OASOMs. [
Bl aked pointsO out,d thisO elenmentd mayl | eadd t o0 probl ens
conpl yi ngiwi t h(OCl CA. I

d. Commercial Practices

TheOPBAOTeam sUchart er Odi rect eddt hentlt oli denti fyQ
actionsl requireddd told makel DoDO acquisitiond noreld |ikell
comercial O i ndustryl (Ref. 23,0 p. ES-3). 0 Onel of O t hell mai nll
sel lingdpointsOof Ot hel FPVOI concept i sOthatOitOenul at esl
commer ci al Obusi nesslpracti ce. OTolOascertai n(t helOval i di t yJof [
thi s0 contention,d thed researcher interviewedld Dr. O LouisO
Scar nout zosUOof OWS[ISol ut i ons, Ul nc. DandOM . [OM keOKanze, OCPM O
of O Cor ner st oneldServi cesld(Refs. 12, 25). OMSOSol utions, Ol nc. O
isd anO “international 0 consultingd firnmd thatO providesO
scientific, Ot echni cal DandObusi nesslassi st ancelt oldconpani es[]
andOGover nnent [agenci esd( Ref. 16) ”; OCor ner st oneldSer vi cesli sl
alOmanagenent Oconsul ti ngOfi rnJ(Ref. 12) . OWhi | edt helresearchl
was by OnoOneansUOexhaust i ve, Onei t her ODr . [Scar nout zosOnor OM . [
KanzeOhadOever Oencount eredaldcont ract ual Oar rangenent Owi t h(J
t helpr operti eslUof [t heOFPVO concept . [

WhenOaskedOt oddescri bedaldconmmonor Oappropri at el
contract Ot ypeldf or OR&DOwor k, Obot hi nt er vi eweesJdescri bedJal
contract Ui nOwhi chOt heOpaynent Ui sOl i nkeddt oOm | est onesUandO
thel | evel O of O conpensati onl] i sl basedd uponl dri vi ngld cost [
factorsld (Refs. 12, 25). 00 Dr. [0 Scar nout zosl descri bedl all cost -
rei mbur senent scenari o. DM . [OKanzelJst at edliconpensat i onlcoul d[J
belbasedOupon(iti me, asli nOallt i meandOmat eri al sCcont ract, Cor [
sonel] ot her Oneasuredof Oeffortdexpendedd byt helcontract edl]
firm OM . OKanzelal solst at eddsonem | est onesOcoul dbelf i xed-

priceldifOtheld outconell werel determ nabl el andd ald fai r 0 and
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r easonabl elJcost Ocoul dObelcal cul at ed, Owhi | edsomelm | est ones
that 0 areld not O cl ear| yO defi nabl ed shoul dOO bed on all cost -
rei mbur senent Obasi s. OThi sOsmal | Osanpl elof Opri vat edi ndust ry[O
i ndi catesd theld FPVOD concept] doesl] notd mrrord general [
conmer ci al Cbusi nesslpracti ceslf or [r esear chJandOdevel opnent . [

4. 00 Sati sfactiond

I nOhi sOresponselt odquesti onOnunber Oel even, OM . OFol ey
statesld “thel custoner’ s needsl mayd bell | essl] satisfied.”
Sati sfyi nglt hedGover nnent’ sldgoal s/ desi reslli sCJonl yOpossi bl el]
i f Ot heOGover nnent i sOabl et olJadequat el yldef i neldt hosellgoal sl
andlddesi res. Ul f Ot heOGover nnent Ui sCabl e[t olJest abl i sh(Jallr angell
of 0 accept abl e] out conesl] andl t hel contractor  provi dedd anl]
out coneldwi t hi nOt hat Orange, Ot henOt hedGover nnent Oshoul dd0be
satisfied. O Thel researcher bel i evesO t hed Gover nment 0 woul dJ
havelOallgr eat Odegreelof Odi ffi cul tyOdet erm ni nghdaOr angelof O
accept abl eout cones. OEvenli f Dalr angelwer elJest abl i shed, 0Ot hel
resear cher 0 bel i evesJt held Gover nnment [J woul dOJ bed di ssati sfi ed
unl esslt heCout conelat [t he[t opUof [t helr angewasachi eved. [

TheOcurrent Ocul turelof OGover nnent Jacqui si ti ondi sOt hel
Gover nnment Odesi resUalspeci fi cOout conmeJandUf or [t hat Dout coned
wi | | OpayUallcer t ai nOanount Dof Ononey. OTheOhands- of f Onat ur eof [
t heOFPVOconcept Opl acest helcont r ol Dof [t helout conelwi t h(Jt he[
contractor. U Thell researcher believesO theld Governnent [ isO
unwi | I'i ngt olr el i nqui sht heClcont r ol Dof [t heOout cone. [

As[t helcaselof [t heA- 120 ndi cat es, Ut her eOmaylver yOwel | O
beOallcontract or Ow | | i ngt ot akeCOonOallhi gh-ri skOf i xed- pri cel
contract. OToOmanyi nOt heCacqui si tionOfi el d, Ohi gh-ri skOandO
FPOar el i keloi | DandOwat er ; [t helt woOdo[Onot OandOshoul dCnot Obed
m xed. O

Thel researcher bel i evesO i f Ot hel FPVOI contract O wer e
i mpl ement edd soneld contractorsOwi || O bel founddtodaccept O all
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hi gh-ri sk FPO contract O type. 00 Contractorsld m ght O t hend bel
incentivizedd told mtigated theird riskO byOd buildingd
contingenci es] intod thel contract,d whichO isO inO directOd
conflictd wthd DoDO acquisitiond policy.Od BuildingQd
conti ngenci esli nt o0t helcont ract Owoul dal soli ncr easelover al | O
contract Jcost. OTheOresearcherOfurtherdinfersOneeti ngt held
ot her J obj ecti vesO of O anlJ FPVQOJ acqui sitiond (i.e. O rmultipled
awar ds, [Jconpeti ti on, Opast Operformance) Owoul dObeldi fficul t O
told satisfy, O possi bl yO i ncreasi ngll ord shiftingd risk. O Thel
resul t Owoul dObeOuni nt endedlconsequences(lt hat Oar eCJunknown[at [
t hi sOpoi nt. [
C. 0 ANALYSI SOOFO SSUESO

1.0 ApplicabilityO

Onelof Ot heOsubsi di arydresearchldquesti onsOasks“Wat [
ared theld primed applicationsd ford thed FPVOI in DoDO
acqui sitions?0lsOitOnorelapplicabl edtolcertai nOphasesOof O
t heOacqui si ti onlprocesst hant oot her s?” OM . OTerryOLittl e, O
all keyd nmenber 00 of O t hell PBAO St udyl G oupl responsi bl ed forQ
devel opi ng t heD FPVOI reconmendat i onl] statesd t held FPVOD i sU
“appl i cabl ed] t o0 denonstrations, [ designld efforts, O studi es, [
basi cJ t echnol ogyd devel opnent, O concept O exploration.”d M. [
LittledisOessentiallyldsayingdthell FPVOI contractOtypeldisO
appl i cabl et o0OPhaseAlof [t heldacqui si ti onpr ocess. ]

Thed FPVQOI concept 0 i s desi gned tol alignld DoDO with{
comercial 0 practices,d encouragell traditionallyl non-DoDl
contractorsitolpartici pat elli nODoDOcont ract sUandr educelr i skl
i n[Ot heOR&DY S&TUOphasef or Onewt echnol ogyUandOr educellr i skOf or [
ot her Ohi gh-ri skOcontracts. OThelr esear chli ndi cat es0t heOFPVQ
concept Owoul d0not COdoOanyOof Ot heselwel | . OThelr esear chlal sold
i ndi catesOforOeverydcontriveddscenariodi nOOwhi chOt he FPVO]
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coul dObeOusedOt her eldi sOanlexi sti nglcontract Ot ypeOt hat Owi | | O
neet [t helCobj ecti ve[w t h(1 esslri skt o[t heOGover nnrent . [

TheOFPVOOwas Oconcei vedOof Ot oJm rr or Ot heOway Oconmer ci al [
firmsOcontract Of ordS&TOacqui sitions. O0TheldPBALreport 0doesl]
not O addr essOwhet her Dor Onot Dalfeasi bilityOstudyOwasUOever [
conduct edJt olldi scover Ui f ODoDOcoul dOenul at elconmer ci al Of i rms 0
underd currentd regul ati onsd andl] restrictions.d Comercial O
firms0 ared notivatedd byO profit andO | ossJ andd maxi m zi ngd
shar ehol der Oval ue. O0Obt ai ni nglbest [Oval uelJat Or easonabl eldcost [
not i vat esdt hedGover nnent . DConmmer ci al Of i rms0canlf or nill ong-
ternirel ati onshi psiw t h(J eachUO ot her; Ot hell Gover nnment 0 nust [J
conpl yOw t hOCl CA. OAgr eenent sCdbet weenOcomrer ci al Ofi rnms0ar el
not [0 subj ect O t o0 CASU di scl osure, O rather, 0 theyd rel yOO uponQd
boardsJof Odirectorsanddt hell mar ket 0 econonyJt o]l det er m neld
l egitimacy. OCommer ci al Of i r meddolnot Uhavellt oOsat i sfy[t heOBuy [
Americanl] Actl or0 thed Small O Business Adm nistration. [
Commer ci al Of i rnms0ar edsi npl yOnot Orestri ct eddi nOt heOway [t held
Governnent 0 isO restricted. 0 Thesel restrictionsd ond thel
Gover nnent OrmakeOt he* i nvi si bl edhand’ Oof Omar ket Of or cesOl essO
efficientd and sonetinesl totallyd ineffective.O Sod thel
guest i onlr emai ns; OcanOt hedGover nnent ObeasOef fi ci ent Ousi ngd
commerci al O practicesld asld commerci al O i ndustry gi ven t hel
di fferencesUi nOnoti vati onOdandOrestricti ons?0Thelr esear cher
t hi nksOnot . [

Thelri sksOi nvol veddi nOaldCROvehi cl edanddt heOFPVOdar el
essential | yt heOsane. [OReducedlover si ght [0t out edJasUalbenefi t O
by t hell FPVO recommendati onOwi | | O onl yO servedtold i ncreasel
contract or Oprofit Omar gi nsOandOw | | OOnot CJdecr easellGover nnent [
cost Uri skOduelt ot heGover nent’ sOcul t ur edJof Daddi nglnoney
t opr ogransUunt i | [t heOdesi redOr esul t O sOachi evedUOor Cf undi ngd
i sOOw t hdrawn. OReducedOi nfrastruct uredw | | Onever Ohappendduel]
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todtheOneeddtoOmai ntainOthat i nfrastructuredforOCROtypel
contracts. [ Ref.2) 0O

Al Oof OthedresearchOparti ci pantsOdi spl ayld skepti ci snil
towardd usingld thed FPVOD conceptO ind anyl situation. O As[
previ ousl yOst at ed, Ot heseli ndi vi dual sOareOacti vellreforners
andll eader sUi n[Jt helf i el dUof Dacqui sition. OThelf act [t hat Ot hey O
quest i ont hedJFPVOconcept’ sOappl i cabilityli nOanydsi tuati ond
i sOnot ewort hy. O

2.0 Rol el nUAcqui si ti on[Ref or ni

TheOFPVOconcept (Owaslconcei vedt oldchangellt helObusi ness[]
practi cesl] of [0 DoDl acqui si tion. [0 Thell FPVOI wasll desi gned[] t o[l
al | owdDoDOt oOmi r r or Ocormer ci al OS&TOacqui sitionlstrat egy, Ot o
encour ageJaldbr oader Orangelof Opartici pants, Ot oldreducelt held
cost Ori skOof Ohi gh-ri skOacqui si ti onsOandOi nOgener al Ot oObeOald
ri skOreducti onOvehi cl e. OTheseOar edal | Onobl e0ai msJandOnost [
i nOacqui si ti onOwoul ddOagr eelr ef or mdef f ort sOshoul dOf ocusOon
t hesellar eas. 0l st heOFPVOcont r act [0t helcor r ect Ccont ract [t ypel
tod acconplishl thesell goal s?00 Thel researchld denonstratesl]
i mpl ement at i onOof [t he(OFPVOwoul d, Oi nOf act , Ochangelpr acti ces
but Owoul dCpr obabl yOmakeOt heOpr ocessOwor sellof f Ot hanObef or e. [
Al'l ow ngldt helOcontract or Ot oOdet er m neJt hedf i nal Dout conelof [
anl acqui sitionUintroducesUalll evel Oof Oriskd nost O progrant]
managers, 0 contractingd officers, ] andd otherd acquisition
deci si onOmaker sOw | | Or ef uset oOaccept . OTheOpl ausi bl edr angeld
of Dout conesllest abl i shedby[t hellGover nnment 0w | | Ui ncenti vi zel
contractorsfdtolOcontrol Ocost sObyOai m ngdf or Ot helbot t oniJof O
t helr ange. OEvenUi f DanOout comeli nUt heOr angedi snot Hachi eved
t hell contractord haslJ nold causel] for [ concernl] asl] t hed FPVQO]
prom ses(f ul | Opaynent [r egar dl essof [t helldegr eellof [success. [

ToOdet ermi nedwhet her Dor Onot Ot hedOFPVOd hasOalr ol edi n
acqui si tion0Oref orniJweOnust Of i r st Oconcl udedi f Ot heOr ef or i sO
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want eddandOneeded. OAs i ndi cat edCby [t helr esear ch, [0t her eli sCall
desiredtoddodalbetterjobdof Osel ecti ngldthel appropri atell
cont ract Ot ypeandli ncent i vesObasedOonOt heOr i skOandOt ypeOof O
acqui sition. OThereli sOOnolsustai neddi nperati veltoddoOaway

wi t h(dcost - r ei mbur senent Ccont r act [t ypes. [0

Ref or nidcanObegi nOat Uei t her Ot heObot t onJor Ut heOt opUof Han(d
or gani zat i on. JRef or menanat i ngUf r oniJt heObot t onlJi sUt ypi cal | yO
spurredl out 0 of 0 necessi tyl asld all way[d tol al | ocat eld scar cell
resourcestnorelefficiently. ORefornidf roniJt helJt oplgeneral | yO
stens fron] expertsl whoO havel w tnessedl] all patternd of O
undesi r eddbehavi or DandOwi sht ol npr ovelt heOpr ocess. [Whet her [
gener at edbyt heOmanyOor Ot helf ew, Orefornidinitiati vesOw | | O
t akeOhol dOJi f Ot heyOaredwel | -reasoned, Opracti cal , JaddOval uel
t o0t helpr ocessOandOar ei npl enent eddw t hOcomm t nent Oondt hel
part Oof [0t hosel nvol ved. 11

3.00 Barriers

Wi | el t hereld areld nod statutorylordregul at oryld changes[
necessaryltolduselt hedFPVOli nODoDOacqui sition, Ot hereldarel
numer ousbarri ersdpreventi ngldt heldrecomendati on’ sCadopti ond
byt heOacqui si ti onconmuni ty. OSonelof Ot helbarri er sCOcanObel
overcone, OaslOt heylOhaveli nOprevi ousOrefornidefforts. OO herd
barriersd uni qued tol thisO particul arO recommendati ond arel
i nsur nount abl e. O

a.d] Culturedd

Thelcul t ur edof Ot heldacqui si ti onOwor kf or ceandli t s
resi stancell told changel hasl beenl addressedl ind numerousl]
articlesl as has t hed of t 0 experi encedl] di sconnect [0 bet weend
pol i cylOmaker sdandt hoseOper f or m ngldt heOact ual Owor k. OWhi | e[
thi sOmayObelallbarrierdtodovercone, OitOcandanddhasbeen(]
over conmeli nOt heOpast O( per f or mance- basedOcontracti nglasOanO

exanpl e) . IO
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Cul tur al Or esi st anceldt oldchangelOcanObelover conellby[
publicity, Otraining, Oregul at oryldchangesdandd by practi cal O
denonstrati on. DTheOacqui sitionOwor kforcelOw | | Obelqui ckOt o
adopt ODalreforndinitiativelthat OeitherOhasOprovenditOw |10
benefit Ot heni] or 0 hasJ ald goodl] chancell of [0 benefiti ngd t hem [
Chanpi onsar eldnecessar yt odbri nglabout Ocul t ural Ochange. OAO
per sonOwhoUOener geti cal | yOpr onot esUallchangeOandOnmanagest he[
i mpl ementationd withO intelligencel andd convictiond wll[O
recei velruchUObet t er Or esul t sUt han[wi | | [t heOpr onul gat i onUof a0l
facel essl directive.d Thel cultured andd connectivityld in0
bri ngi nglabout Ochangeldshoul dl0bet hought Dof Onor edasOhur dl es
t han[d nsur nount abl e(barriers. O

b. 0O Ent husi asni]

TheOl ackOof Oent husi asnilf or Ot hed FPVOIconcept by
| eader sOof Obot h(Odef enselandOcomer ci al Dacqui si ti ondi sOal so
all barrierd tod inplenentation. O IfO theld policy-nakers and
trendsettersldolnot Oenbracelalr ef or nidi ssuelli t Ui sOunl i kel yOall
genuineeffortOw || O beld madedt odi npl enent O all concept . O Tol
changelbehavi or Of r onidt hedt opd0downi deasnust Cbellnurt ur ed, O
suppor t edd andl] denonstr at ed. [0 Thosel doi ngld t held act ual O wor k[
must O recei vell sufficientd guidancel andO traini ngd andd bel
rewar dedl] f or O nodi fyi ngO t hei r O behavi or Ot hr oughUO r easonabl e[
i ncentives.

c. O Non-commerci al i t yUof OGover nnent / DoDO

DoDO i s hugel conpar edd t od evend t hel | ar gest [I of [
corporations. 0 Itsldsheer sizel bringsOw thdit[ mnagenent [
chal | enges unheardd of O inO theld comercial O sector. 0 Thel
Gover nirent Oi sOnot Onot i vat edObyOpr of i t DandOl ossCnor Onust Oi t O
react Otoleconom ci nfl uences. 0 Wat 0 conmerci al Oenterprisel
cand rationalized deficitl spending?d Watd comrerciall
ent er pri seli gnor eslt hellgl obal OecononyOwhenOcont ract i ngdf or O

Sci encell&OTechnol ogyOandOconduct i ngdResear chO&1Devel opnent 0
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of 0 newld t echnol ogy?0 What OO conmer ci al O ent er pri seld nust O havel
expendi tures approvedl by all fractional O | egi sl ati vell body[
contai ni ngd 5350 nenbersd withd distinctd agendas?d Thel
Gover nrent CandODoDOar eCuni queandOdeci dedl y[un- conmrer ci al . [0

Government 0 acquisitiond doesld notd existO in0O
i solation.d Thel acquisitionl processl involves all O threel
branchesof OCGover nnment, Onuner ousOdepart nent sandOagenci es
andUof Ocour sedJt hecomer ci al Ui ndust ryt hat Osuppl i esdDoD s
needs. JAnyinitiativeldtoldadopt Ocomrerci al Opracticeslthat [
f ocuseslIsol el yODonOacqui si ti onOandi gnor est hellr est Oof Ot hel

pl ayer sanddprocessesOw | | Of ai | . OToOenpl oyOcomrerci al -1i kel
practices thed rest of O theld Gover nment J andd DoD nust [0 be[d
wi | I'i ngCandOabl et olbeconelnor ellcommer ci al -1 i kel oo.

d.0 Interests, O ncentiveslOandOWoti vati ondd

Anci |l laryOtoOtheldi scussiondof OtheddifferencesOd
bet ween t hedl Governnent 0 andO thel privatel sectord isl all
di scussiond of 0 thel primaryd interests, [ incentivesd andld
notivatingd factorsd ford eachO group.d WhatO driveslO thel
Gover nnent ?0CGover nent Ui nt er est s, Ui ncenti vesOandOnot i vati ngd
fact or sfar elw deUandlvari ed, Obut Oessent i al | yOt heJOGover nment 0
seeksOt oOmai nt ai nJi ndi vi dual OpropertyOri ghts, Opronot et he
econonyl] andJ est abl i sh(J f or ei gnJ andJ domesti cO policyl that O
benefitslt helraj oritylof DAmeri cans.

DoD takesO itsl directionld frond theld Gover nnent O
t hr oughlt heONat i onal M |i t aryOSt r at egy, [Quadr enni al ODef ensell
Revi ewJandUOot her OkeyUOdocunent st hat Opri ori ti zellt heOm ssi ons[]
of Ot heOAr medSer vi ces. OTheOAr medOSer vi cest henOconpar elJt he[
t ool savai | abl et o0t heni]t oJt heOm ssi onsOt heyOar eldr equi r ed[
t ol perfornilandldevel oplrequirenent st basedd uponldt hel gaps[
bet ween[t ool sfnecessar yOandt ool sCcurrent | yOavai | abl e. ODoDO

i sti ncentivi zedt olpr ocur eldt heObest Opossi bl et ool sOsoOas [t o0
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havelt heldhi ghest Oprobabi | i t yOof Omeet i nglm ssi onldgoal s. ODoDO
i sOnot i vat eddt odnmeet Om ssi onlgoal sOandOi sCcri ti quedOonOhow(]
wel | DandOhowdof t eni t Oneet sOgoal s. ODoDOi si nt er est eddi n
prot ecti nglandOsat i sfyi ngt helddef enseldneedsof Ot henat i on. [
DoDO isO notO interested,J incentivizedd or notivatedd told
i ncreaselt heCweal t hUof CAmeri canlki ti zens. [

Commercial Ofirnmsconpetingdi nlJal gl obal O econony
haveOveryOdifferentOinterests, JincentivesOandOnotivati ngQ
factors. OCommrercial Ofirmsfaredinteresteddi nOsurvival . dToO
survive, O commercial Ofirnmsl nust O nmeet [0 f or ecast edd ear ni ngs[]
targets, Omaxi m zeldshar ehol der Oval ueJandJgener at ellr evenue. [J
Commer ci al Of i rmsar eldi ncent i vi zed[Ot oObeconell eaner OsolJas[t o0J
enabl elJconpetition, OtoObeldi nnovative, OtoObelfirst Ot ot hel
mar ket pl acelJandt olJcontrol Ocost sdsodast olJi ncreaseldshar el
wor t h. ]

Thel differentd interests, incentivesld andl
nmotivatingfactorsOoftenOcreatellfrictionlbetweenldDoDandll
comer ci al Oi ndust ry. Ol nOt heOcaselof Ot hedOFPVOIconcept , ODoDO
want sC0t oJi nvest Oi nOJaOprogranilt hat Owi | | Oenabl et hedAr med
Servi cesdt oacconpl i shOt hei r Om ssi onOwhi | et hellcont ract or O
want st oldcont r ol Ocost st o0t heOnmaxi nunidext ent Opossi bl edJand
stil |l Osuppl yOt hedr equi renent . OPr ovi dedd0DoDOcanOsuccessful | yO
establ i sh(d all rangel of 00 out cones, O t held contractord wi || O bel
i ncentivizedltolsati sfylt heOr equi rement Uat Ut hell owest Ocost . [
Oncelt heOGover nnent Dest abl i shesJt helr angeUof Jout cones, Ut he
contractor JhasOtotal Ocontrol Dover Ot hellfi nal Dout cone. OThel
contract or’ senphasi sli sdonlcost Ocontrol . OTheredi sOlittl ed
i ncenti velt o0ai nilf or Ot heOt opUof Ot helper f or mancelr angeOwhen[
all lessO costlyl solutiond willO presumabl yO satisfyld thel
requi rement. 0

66



Thi sOnmeansOunder OFPVO, ODoDOwW | | Ol i kel yOr ecei velan
out coneli nOt hell owest Opar t Oof Ot helr ange, Owhi chOmay i nOf act O
bell ess[t hanlOdesi r ed, Oor O nCot her Owor dsallsub- opti m zati on. [
TheOprobabi | i t ydODoDOwoul dd0rat chet DupOt hedrangeldsoldast o[l
achi evelwhat Ut heyUact ual | yOwant Ui sChi gh. OW t h[?* r angellcr eep” U
DoDUshoul dant i ci pat e[ cost [lcreep” Daswel | . O

e. 0] Past OPerformancel

Thel FPVQO concept O rel i esl heavi | yO upon nul ti pl el
awar dsJandldcontract or Opast Operformancelddat alltodl imt Ot hel
ri skt ot heOGover nnent . OHowlr easonabl elli st hi sUr el i ance?As[
previ ousl yOst at ed, Onul ti pl edawar dsCneansCdupl i cati veleffort [
ondt heOpart Oof Oacqui sitionlprof essionals. Ol nsteadlof Oonell
contractOtod awardO t hereld ared nowJ t hree. O I nst eadd of 00 onel
contract Jtoldadm nisterOtheredareldnowdfour. OWiat i sOthed
contracti nglof fi cer Ot oO0doOwhenConl yOt wolOor Ot hr eefconpani esd
havel bi dOO andd ald mul ti pl el awar d0 i sO desi red?d He/ shel nmust [
f ormul at eCalst r at egyt oddi vi deOupOt helr equi r ement COsolas [t ol
[imtOthedpossibilitydofprotestandd| egal Oproceedi ngs. [
Mul ti pl eDawar dsal solcoul ddOnmeanOanOexponent i al Oi ncreaselli n[
t hed anobunt 0 of O protestsl andd litigationd experiencedld onl
Gover nnment Ccont ract sCandl ncr easedCadm ni strati veldlcosts. U

Past Oper f or mancelli sUi t sOownUpr obl em OOCpeni ngOt he
doorsd tol non-traditional O contractorsd wllO hopefullyO
gener at elJheal t hyOconpeti ti onObut Om ght Dal soli ncreasedri sk. O
TheOGover nment Uwi | | Ol i kel yOhavelnoUcur r ent Uor Or el evant Opast U
per f or mancelldat alJont hesellnon-tradi ti onal Ocontractors. OThel
sour celsel ecti onlprocesst henOwoul dOOf avor Ot hedtradi ti onal O
def ensel] contractorsl over theld newd entrants,d andl mayO
di scour agelnewllent rant sCof r onif ur t her Cparti ci pati on.

InOt heOpreviousOsectiondt helresear cher Osuggest s

contractorsdwill O beldincentivizedOtoO ainidfordtheld |l eastO
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cost |l yOsol uti on. OUnder Ot hedFPVOdcont r act Ot ype, Ot hi sOnmeansd
contractorsw | | Oconsi st ent | yOai nidf or Ot hedl ower OendOof Ot he
acceptabl e rangell of 0 outconmes.d Howl doesl onel gradel
cont ract or sOwhoOneet Ot hedm ni mal Or equi renent ?0Techni cal |y, O
t heldcont ract or Opr ovi des[what Ot heOGover nnent OasksOf or DandOsol]
nmust Obedgi venOhi ghOmarks. Ol nOreality, OtheOcontractor Omay
consi stentl yl sub-optim zell thell outconel i n(0 anld effortd toO
control Ocosts. OThereOmaylbedalldesi reldtodexcl udedcertai nJ
contract or sddwholconsi stent| ylOsub-opti m zeOt hedout comedbut O
i t Owoul dUbelext renel yOdi ffi cul t Ui f Onot Ui npossi bl et oJj ust | yO
excl udel] ald contract or 0 whol consi stent| y[] sub-optim zes t held
out conesd but O providesd goodsl or[J servicesl wthind thel
Gover nnent Ospeci fi edaccept abl el ange. [

W nust O al so considerd howl accuratel isO thel
met hodol ogyU f or O anal yzi nglJ andl] appl yi nglJ past [ per f or mancell
data. OThereli sOOnolcentral Odat abaself or Opast Oper f or mance, O
datall areld typicallyld mintainedld |ocallyld by contractingl
commands. [OFor Oever yOpast Oper f ormancelf i | e[t her eli sOl i kel yOal
di fferent O met hodO for O col | ecti ngd data. 0 Howd current 0 and
reliabl elli st heli nf or mati on?0l sOpast Oper f or manceOalpri orityO
atJal |l OcomandsOor Oi sOit OaldtaskOassi gneddt ot hel newest [
menber 0 wi t h( t he | east O experi ence?d Howl heavi | yO i sO0 past [
per formancel current| yd wei ght ed i nJ sour cel sel ecti on?0 Thel
answersl] tol thesel questionsO w || O varyOd froni] commandl t o
conmmandlandOcont racti ngUof fi cer [t olcont ract i ngDof fi cer. [J

TheOFPVQOconcept Ui sOpr oppedUupUby Ut helpi | | ar sOof U
mul ti pl el awar dJ and past O performance. 0 As | O havel shown, [
mul tipl edJawardsObringsOw thOit Omanagenent Ochal | engesand
past Oper f or mancelldat allcanUandOof t enJar edsubj ecti velr at her [
t hanCenpi ri cal . (I
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f.O0 RiskBandOControl O

I 0 believeld theld nostl significant barrierd tol
i mpl ement at i onUof Ot hedFPVOIconcept Ui sOri skOmanagenment . OThe
FPVQ concept O i s desi gnedd tod i mt O Gover nnent O ri sk and
apportionl riskd appropriatelyd ford S&TO andl otherO riskd
reductiondcontracts. ODoesUt held FPVOJ actual | yOOdoOthi s?01t 0O
does[not [becausellt hellkeyOdeci si ons[t hat [l eadJt oIt heOout cone
arel ef t O nlt heChandsUof [t hellcont ract or . [

The FPVQOD contractd typeld allowsd al rangell of
pl ausi bl efdout cones. OCost, [Oschedul elJandCper f or mancelr i skOmay [l
actual l yOi ncreasell beyondd anldaccept abl el]| evel O duellt olJt hell
nmyri adlsol uti onOset sOpossi bl e. OThi s ncreaseli nOri sk sOdued
to thel factO that O theld contractor, 00 not 0 t hed Gover nnent, O
ultimatel yO selectsOd theld outconmel fromd pre-approvedd

alternatives. [

Thell Governnmentd mayl legitimatel yOO beld abl el tol
est abl i shOalr angelof Oout conmest hat Oi ncl udesl esst hanOwhat O
itOwants. Ol OdoOnot Ot hi nkOt hell Gover nnent Owoul dJ havelt he[
t rust Jandconfi dencelli nOalcont ract or Ot oOpr ovi deJS&TOf unds
andOnot Owant DaOf ul | Daccount i ngof Owher edt hosedf undsCar eld
spent . 0 OdoOnot Ut hi nk(Ot heOGover nnent , Ui nOpar ti cul ar Opr ogr ant]
manager slJ andl] servi cell acqui sitionld executives, 0 woul dOO bel
willingOtoOallowdthelcontractordtolddeterm neldthedfinal O
out cone. [

Ther eli sUalldi rect Ocorrel ati onbet weenUcont r ol DandO
ri sk. OThell esslcont r ol [t hedGover nnent Omai nt ai ns, Ot heOhi gher O
theOriskOtheOoutconmeOw || Obeldl esslthan desiredlor 0 not O
mat eri al i zeOat Jal | . Ol nOcreati ngdalsi tuati ondi nOwhi chOt held
Governnent 0 hasO littled control O overO thel actionsd andO
expendi turesd of O theld contractor, 0 thel FPVO1 i ntroducesd and
unaccept abl e evel Oof Ori skl nt oOacqui si ti on.
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D. 0 CONCLUSI ONCIO

The analysisld of 0 theld researchd indicatesO |engthyO
| egi sl ati velpr oceedi ngst ochangell awsJandUst at ut esUar elInot [
hol di ngt heOFPVOIconcept Or ecomrendat i onUback. OTheOr esear ch
doesUindicateltheredisOgreat Oreluctancel onOthedpartdof O
| eader sJi nOGover nnent OandUci vi | i anOacqui si ti ondt odenbr acel
t heldconcept DandOact ual | yOuseli t Ui nOr eal Oprocurenent . OThi s
rel uct ancelli sObasedOupont hellbel i ef (0t hedFPVQcont ract Owi | | [
i ncreaselt helri skof Ohi gh-ri skOprocurenent sandOr esul t Oi n
anli ncreaselli nJcost, out coneldsub-opti m zati onJandOpr ogr antl

failures. O

Thelr esear chOal soli ndi cat est heldgoal sCof Ot he OPBALSt udy [
Goup, O relativeld told thed FPVO recommendat i on, [0 cannot O bel
arrivedOat Ot hr oughOt heOcr eat i onOandOi npl enment at i onOof Ot hed
FPVQcont ract [t ype. Ol f Ot heOFPVQOOcont ract Ower et odsucceedOi n
attractingOtraditionall yOnon-DoDOcontractors, Othelri sk of O
per f or mancelbyt hosellcontract or sdpot enti al | yOi ncr easesduel
t ol ackd of O past O performancelddata. OFurther, Othelresearchl
i ndi cat esll essJover si ght Om ght Obelobt ai neddbut Ocont ract or [
profitmargi nsldandl]overal | O costOm ght i ncrease. [0 Reducedl
oversi ght Of or Osonmeld nunber Jof Ocont ract sOmayOnot Ot ransl at edd
i ntoreduceddi nfrastructure. OTheOFPVOIcontract COcoul dd0haveO
det ri ment al Ouni nt endedconsequences. [

Finally, OtheOresearchdindi catesUtheredisOall general O
desireld tol devel opl all fixed-priceld contractld for R&DO
(Refs.17,22)ObutOtheredi sl nodi nredi at el] need. [0 Thereis, O
however, Oanli nper ati velt oJadequat el yJandlconsi st ent | y[Omat chd
acqui sitionsdtoldthelappropriatellcontract Otypedandsel ect
not i vati ngli ncentives. O
0
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E. O SUWARYO
Thi sOchapt er Danal yzesOt heldresearchldat alldet ai | edJi n[d

Chapter Ol 1. OThelnext Ochapt er Odr awsOconcl usi onsObasedOupon
t hi sOanal ysi sOandOof f er sOsounddr ecommendat i onsUt oObelJusedd
byt hoseld nUacqui si ti onCandCacqui sitionlreform [

71



o 0o o o o oo ood

THI SOPAGELI NTENTI ONALLYUOLEFTOBLANKO

72



V. I CONCLUSI ONSLL ANDURECOMVENDATI ONSL

A. O | NTRODUCTI ONO

Thi s chapterd providesld soundd conclusionsd andO
recommendations] tol acquisitiond refornmersdd andld DoDO
acqui si tionpolicy-makersOw t h(r egar dJt o0t helOf ut ur edof Ot he
FPVOconcept . OThi sOchapt er Owi | | Danswer Ot heOquest i onCasOt old
whet her Ot heJFPVOcont r act Oshoul dbet est eddJandUi npl enent ed
or Owhet her i t Ui sUJanOi deallt hat Or equi resdnoOf ur t her Ot hought O
or [deci si on. OThi sOchapt er Owi | | Obr i dgelt heOgul f Cof Oknow edgel
t hat Oexi st st odper m t Odeci si onOmaker st oOdmakeJani nf or ned
deci si on. O
B. 0 CONCLUSI ONSO

1.0 InOitsOcurrentdform Othel Fi xed-price, dVariabl edd
Qut conellcont ract Ot ypeli sUi nappr opri at eddf or Juseli nJ
Depar t ment Cof (Def ensellacqui si ti on. [

TheOFPVOconcept Or equi r esdt hedGover nnent [t olJest abl i sh{
aldr angelof Oaccept abl eJout comesandOt henlr el i nqui shOcontr ol O
of Dout conellsel ecti onUandOexecut i on0t o0t helcontract or. OThi sO
| ossOof Ocontrol Oi ntroducesUanOunaccept abl el evel Oof Ori sk
i nt o0t helequati on. JAddi ti onal | y, OOt her eQar eOdmany0“i f s” 0t hat [
nmust Obelsat i sfi edOsuchOas[i f” [t heOGover nrent Ocanlest abl i shO
all range, 0 “if"0 thed Governnmentd canl liveld w thoutO costU
accounting, d andd “if”0 thel contractorOwi | IO putd forthd ad
genui nelbest [effort. [

The FPVQO concept Owoul di0 beld successful Oi nOdanOdopti mal O
scenari ol whi ch i ncl udesl] all Gover nnent [ t hat 0 canl cogent | y[I
spel | Oout Oi t sOt er ns, Oaldf ort hri ght Ocont ract or Ui nt er est eddi n[d
prograntl successlanddsati sfyi ngldtheldrequirenent, accurat ell
past 0 performancel data,d thed existenceld ofd notivatingO
i ncentivesd and conpetition.d Rarelyd areld all O of O thesel
el enment s optim zed. 0 Mored often, O several O ord al | O of Ot hel
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el enment sOar e(sub- opti m zedOt oOsoneldegr ee. OTheOFPVOOconcept O
requi reslperfect Ocondi ti onsOtoObedanOef fecti vedandOusef ul O
t ool . OPerfect Ccondi ti onsCarelnot O i kel y(t oCoccur . O

Thell FPVOI concept O woul dO0 not O bel theld best option
avai | abl edtolcontractingdofficers. OForOeveryOscenari oldin
whi chOt heOFPVOcoul dlbeOused, [t her eli sOanlexi sti nglcontract [
t ypellt hat Ocoul d0al sollbelusedwi t h(l essassoci at edri sk. OThel
ri ski sOr educeddt hr oughOt heOGover nrent’ sOabi | it y[t oOdef i ne[d
anUout comelli n(t heOcaselof [If i xed- pri cellcontract sCandt hr oughU
oversi ght Oi nOt heOcaselof Jcost - rei mbursenment Ocontracts. Ol n
al 1 0 FPO andJ CRO contract [0 typesl currentlyld avail abl e, O t held
Gover nrent O mai ntai nscontrol Dover Ot hedfi nal Oout come. O Thel
FPVQt akesOaway [0t helldef i nedout cone, r educesover si ght Dand[
gi vesluplkcontr ol . O

2.0 Thel basi c obj ectivesl of 0 t hed FPVO concept O ar el
stillDvalid.O

Thel obj ectivesU t hel FPVOJ contract U wasU desi gnedl t oJ
sati sfyOarelvalidOandOwort hd pursui ng. 0 Thel FPVO contract U
seeksd tol increasel industryld participationd in0 defensel
contracti ngbyOr educi nglover si ght DandOenul at i nglconmer ci al O
busi nesslpracti ces, reducellri skJandUi nOgener al Ui ncr easellt hell
I'i kel i hoodt heJGover nnent Owi | | Ohavelli t sOrequi renment stfi | | edd
usi nglCalfi xed- pri cellvehi cl e. O

Wi | el] t hed FPVO contract i s unli kel ylItol acconpl i sh(d
t hesellobj ecti ves, [0t heldobj ecti veslt hensel vesdar eldi nport ant [
t ot hef ut ur ellof OGover nnent Cacqui si ti on. [

3.0 DoDOdesiresallfixed-pricelvehiclelfordS&TO andO
ot her Uhi gh-ri skCacqui sitions. O

In0 all Departnentl] of[ Defensel Inspectord General
nmenor andunildat eddFebr uar y[d15, 020010( Ref . 17), Ot heODi rect or, [
Def enseld Procurenentd i s quotedd statingd her desireld tol
conti nueldt ol ookOf or Jadfi xed-priceldcontract Ot ypedf or OR&DO
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acqui si tiont hat Oest abl i shesOaldf i xedOanount Oof Of undi ngQandO
requi resldt helcontract or Ot oOput Of ort hOaObest Oef f ort . OWi | e[
t herelli sOOnoli nperativeltolsati sfydanOurgent Oneed, it Oi s
cleard al fixed-pricel contract typel thatd appropriatelyld
managesri sk[f or Obot hUparti esld sOdesired. [

TheOabi I'i t yOt oOappr opri at el yOmanageUri skl sOcent ral Ot o
devel opment Dof Ut hi sOdesi redUcont ract Ut ype. OTheOFPVOOconcept U
wi Il O increasell riskd beyondd anl] accept abl e poi nt 0 and i s
t her ef or elnot DalJpr udent Uor Uf easi bl elopti on. DAnyf i xed- pri celd
contract [t ypelf or OS&TOand ot her Uhi gh-ri skOacqui si ti onsOnust O
doOalbet t er Jj obof Dappor ti oni nghandOmanagi nglri skJt hanJt he
CROal ternative. O

4.0 CostO asO anl | ndependent O Vari abl el] hasO uni ver sal O
applicability. O

Thel CAI VO phi | osophyOisOunrestricteddinOitsOuseldandd
applicability.d CAlVO canl bel usedld inl perfornmance-basedld
servi celdcontracting, Operformnce-basedlcontracting, Opri ce-
basedl] acqui sition andd acrossl] t held spectrunt] of O contract [
types. OCAI VOhasOgreat Outi l i tydi nOt hat Oi sObot h{f or cesOand
al I ows[Jt helr equi ri nglagencyldandacqui si ti on[dt eantlt olddef i nell
t herequi renment DandOnmakelt hedtradeof fs. OCAl Vlperm tst held
acqui si tionOcomruni t y[it odef i neJandOr et ai ncont r ol Cover Ot hell
final O outcone. O ThisOisOinOstark contrast tol t hel FPVQO]
contract Otypeli nOwhi chOthelcontractorddeci desldthelfinal O

out cone. O

CAl Vi sOknownOwel | Oi nOsonelci rcl esUandOnot Owel | - known[
i nOot her s. OThoughli t DhasObeenOavai | abl elJf or Osonellt i me, OCAI VO
i s0 not O wel | -under st oodl] or 0 wi del yO i npl ement edd (Ref. 27). O
Ther elJi sOnoOsect i onUof Ot heJFAROdevot edJt oJCAI V. OCui del i nesl
forOconducti ngdCAl VOt radeof f sOareldnot Oreadi | yOavai | abl e. [
CAl VUi sOnot Oyet OonOt hedsyl | abusOof Osonmeldi nstitutionsOof O
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hi gher Ol ear ni ng. OFor OCAI VIt oObelunder st ooddandOusedi t Ormust O
bel spelledd out,d defined, O publicizedd andd itsO usel
i ncentivized. I

C. 0 RECOVMENDATI ONSLI

1.0 Abandond furtherd discussiond andd effortd onO
i mpl enment at i onCof [t heOFPVOlcont r act [t ype. [

Thi sOr econmendat i oni sOsupport eddbyOt hi sOt hesi sOandOall
DoDU I nspect or O Gener al O menor andunidaski nglt heJ USD( AT&L) [t olJ
revokelt held FPVOI r ecommendat i on. [0 USD( AT&L) O concurreddw t h[
t he recomendati onlJ t ol abandonO t hed FPVQOI concept O whil e
stati nglJallfi xed- pri cellvehi cl edf or OS&TOacqui si tionOwasOsti || O
desired( Ref. 17). O

2.0 Investigated thed utilityd of 0 ald m | estone-basedl
fi xed-pricel nstrunment. [

Alfi xed-priceldcontract Otypeldf or OS&TOandUOot her Ohi gh-

ri sk acquisitionsO is stillO desiredd by thel USD(AT&L) O
(Refs. 17, 22); Otherefore, Oexpl orati onOshoul di0not st opdw t h(J
t heOdem selof Ot heOFPVOconcept . OThelcont rover sylover Ot hel
FPVQconcept Ocent er sCondt wolmai nOpoi nt's, 0( 1) Ot heOGover nnent [
paysUthedful | Oanmount Oregardl essof 0 out conel and (2) Ot held
contractor determ nesl thell final O outcone. 0 AL fi xed-pricell
i nstrunment Ot hat Oi sOOm | est onelandl evel Cof Oef f ort Odr i venOnmay [
bel® helanswer [0t olcount er [t heselJpr obl enilar eas. [

(DoD cont ract i ngld pr of essi onal sl al ready havelt hell FPO
LOEO contract Otypeldat Otheirddi sposal . 00 Under Ot he FPO LOE, O
paynent Ui sCbasedOupont hell evel Oof Oef f ort Oexpended, Or at her [
t hanldt heOsuccessUof [t helout conel( Ref . 6, Op. 337) . Ul nr esear ch[]
andOdevel opnent Osi t uat i ons, Ot helm st akesOnmadeOar eJof t enas
i nportant 0 asl] t hel successes; [0 maki ngld all | evel O of 00 ef fort [
vehi cl e(attracti velt olbot h(parties. [

ToOsat i sf ylDoD sOdesi redf or Dallf i xed- pri celdcontracti ng
i nstrument Of or OR&D, [t hellr esear cher Or ecomendsOal t eri ngdt he
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FPO LOEO contract O byd i ncreasi ngld t held dol | ar Ot hreshol dOJ and
maki ngl0 thed paynmentsO bothd eventd andd effortd driven.[O
I ncreasi nglt helOt hr eshol d0i ncr eases[t helappl i cabi | i t yOof [t he
FPOLOEOcont ract [t ype. OAddi nglevent Ccri teri a, Oor Om | est ones, [
provi desJt helJGover nent Ow t hOdeci si onOpoi nt sOat Owhi chit O
canlJ opt O tolJ conti nueld or 0 suspendl funding. O 10 cal Il O thisO
vari ati onalFi xed- pri ce, OLevel Uof JEf f ort UM | est oneJDeci si on[J
( FPOLOEOMD) Ocont ract O( alsanpl edFARCr evi si oni sOprovi dedUi nd
Appendi xO0G. ) . O

AsOanlUexanpl e, Ol et OusOsay[ODoDCwant st oli nvest i gat e[t hed
possi bi | i t yOof Obri ngi nglddownOenenyai r cr af t Ousi nglanOener gy
pul se. OOThi sCconcept Oi sOr adi cal DandOnot hi ngdl i kel t OhasOever O
beenUat t enpt ed. O ThelONavyli slassi gneddasOt heldl ead Ser vi cell
andJi sOgi venOonelm | lionOdol I arsf or OR&D. OUnder Ocurrent [
regul ations, 00 theld Navyl coul dlJ contract O forJ ald feasi bility[
studyO usi ngd t hed FPO LCEO contract O upd toO $100, 000, O or, O
est abl i shOalJf ai r DandOr easonabl elpri celJandOcont ract Ow t hJal

conmpanylusi nglallcost - r ei mbur senent Ocont ract [t ype. O

Under Ot heOFPOLCEOMDOdeci si on, Ot hedNavyOcanOcont ract [
f or Dalf ul | OR&DOef f ort Owi t hOonelOconpany, Or at her [t hanOalst udy [
byOoneOandOt henlOconpet i tivel yObi dOOf urt her Odevel opnent . OKey O
m | est onesd arel] established tol provideld theld acqui sition
comuni t yOwi t hOOdeci si onOpoi nts. OTheseldeci si ondpoi nt sOnot [
onlyd allowl for decisionsd tol continueld fundingd or0
cancel | ation, O but O al sol provi dedd an opportuni tydtol revi ew]
desi gnsOandOnmakeldt r ade- of f [deci si ons. OEachOmi | est oneJhasall
fixed-pricelceiling. OThelOcontractor Ui sUeligi bl edtodrecei vell
t heOf ul | Danmount Of or Ot hat Om | est onelprovi dedOhi sOI evel Jof O
effortd supportsl paynent.d Contractorsd whol reachd theO
m | est onelbel owllt hellf i xed- pri celcei | i ngOar edr ei nbur seddf or [
t hei r (al | owabl elandal | ocabl ellexpenses. [
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TheOFPOLCEOMDOconcept Oi nprovesOupondt hedFPVOconcept [
byOpayi ngt helcont ract or Of or Ohi sOact ual Oef fort, Or egar dl ess
of OsuccessOof Of ai | ur e, Or at her Ot hanCOpayi ngUhi nidr egar dl essof O
anyOef fort Oat Oal | . OTheOFPOLOEOMDOsat i sfi esOt helr equi renent O
tod takel anld i ncrenent al O approachl t oJ R&D and r ecogni zes[]
fundi nglconstraints. 0 ThedFPOLCEDMDOf urt her Ui nprovesOuponO
t hel FPVO concept O by nmai nt ai ni ngd Gover nent O contr ol O over [
t rade- of f Odeci si onsCandlt helf i nal Cout cone. [0

3.0 InvestigateltheOutilityOofdalfi xed-pricelvehicl el
f or 0 R&DO andd ot her O hi gh-ri sk acqui si ti onsd basedd
upon[t heICAI V[phi | osophy.

AlsecondUal t er nati velt o0t heOFPVOdconcept Ui st olddevel op
ald contract O typel basedl uponl t held CAl VO phi | osophy. OO CAI VI
requi resdt helr equi r enent [Jgener at or Ot oddet er m nelalr angelof [
out cones, OnmuchOl i keOt heOFPVO. OuUnl i ket heOFPVO, OCAI VUal | ows
t heJGover nnent Ot olr et ai nCJcont r ol Jof Ot heOout conme. OTheOCAI VO
phil osophyd requiresd thel requiringld agencyld andld thel
acqui sitionldteant]toll nakell t hell deci si onsJonlthelltradeof f
rat her Ot hanOt heOcontractor DasOi nOt hedd FPVOd concept . 0 CAl VO
f ocuseslonallcost [lobj ect i ve, DasOdoesOFPVO, Obut Oi sOdoesnot [
guar ant eelf ul | Opaynent [Cwi t hout [r egar d[t ol0degr eelJof [(success. [

TheOCAI VOphi | osophyOhasOt helpot enti al Ot or educelri sk
i nOhi gh-ri skOacqui si ti onObyOr equi ri ngt heOacqui si ti ondt eant]
t ol0def i net helout comewi t hi nOt helconf i nesUof Ocost . OTheOCAI VO
phi | osophy canl] bel appl i edUt o0 FPO and CROtypelcontracts, O
dependi ngd uponld thel | evel O of O outconmeld definition, O riskd
apportionmentd andd incentivesld appropriatedd ford thel
acqui sition. 0 Thel CAl VO phi | osophyO m rrorsbest Ocomercial O
practicesd andl thereforeld may[l encouragel non-traditional O
of ferors. OTheOCAI VOphi | osophyli sOal readydi nOuseJandUdoesU
not [r equi r elr equl at or yUor st at ut or ylchanges. 00
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The CAl VO phi | osophyO hast heldpot enti al O of Odevel opi ngO
i ntodalcrossoverOcontract Otype, Oi.e. ditOcoul ddbelfi xed-
pri celor [cost - rei mbur senent , Odependi ngOupont heldsi t uati on. [

4.0 DoDOacqui sitionlOshoul dlexpl or et helldevel opnent Oof [
Deci si onld Supportd Softwarel told ai dJ contractingll
prof essi onal slinOsel ecti ngdthelcorrectdcontract
t ypeandOi ncent i vesObasedOupont helpr operti estof [
i ndi vi dual Oacqui sitions. O

Onelof [t helcont i nui ngdt hemes[f r ot her esponsest ollt hel
resear chldquest i onOwas [t helacqui si ti onCwor kf or cedneeds [t olldo[
allbetter, Onoreldconsi stent j obOof Osel ecti ngdcontract Otypel
andli ncent i ves. [Aldeci si onOsupport Osyst entJai dsCit helldeci si ond
maker Oi nOcorrectl yOsel ecti nglf romJopti onsOavai | abl edbased
uponli nputs. Ol nOt hellcaselof Osel ecti nglcontract Ot ype, Ot hel
contracti ngUt eamiwoul dObenef it Of r oniJallconput er Opr ogr antlt hat O
recommendscontract Otypeldanddi ncenti vesOOw t hOJt hedhi ghest [
probabi | i tyd of O successl basedUd uponlJ ri sk, O contractorpast [
per f or mance, (st at elof [t echnol ogy, Cetc. [

D. 0 ANSVERSLITOLIRESEARCHIQUESTI ONSLI

1.0 What 0 st heJFPVOcont ract [t ype?[

ThelFi xed- pri ce, [ari abl e[0Qut conellcont r act [t ypel
est abl i shesUaldfirmfi xed-pricel)f or Caljpr oduct Uor [ser vi celd
t hat Ocannot [belwel | - def i nedUor [ sCchosenChot [t olbeDwel | -
def i ned. OThellr equi ri nglCacti vi t yllgener at esalr angelof [
out cones[ hat Car e[bot h(Jpl ausi bl eCandUaccept abl el ot hem O
Thellcontract or Oput sof ort h{ t sCbest Cef fort [0t oldel i ver Jald
product Uor Oservi ceDw t hi n( helldef i nedr angelbut [ f [
unsuccessf ul [0 or Dwhat ever [r eason{ barri nglcri m nal 0
activity)still [Orecei ves[1100%lof [0t helIf i xed-price. Ot s
i npor t ant [t o[not e[t heldcont r act or [det er m nes[t helJout cone]
under [t heOFPVOcont r act [baseduponf undi ngCandlt helr angel
est abl i shed. O
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2.0 Howd isl thed FPVQI thell same, 0 simlard andd or[
di fferent If ronit heldf ol | owm ng: O

a.00 Firmfixed-pricelkontractsl

b. Firmfixed-price, [Level Uof LEffort Ocontract s

0
c. O Cost-rei nbursenment OcontractsO
0

d. Ti meCandOvat eri al sOcont r act sO

e. [ Cost Oaslanll ndependent [Nari abl e(]( CAI V) O

Thell FPVQOI contract 0 wasl devel opedd tol repl aceld cost -
rei mbursenent O contractsOi ndmanydresear chldand devel oprent [
acquisitions. OltOisOsim | ardtodFFPOandOFPOLCELI nOt hat Dall
firmfixed-pricellisl establishedd fordthed effort.OI1t0isO
simlartold CROcontractsOinOthatO thel contractor’ sl bestO
ef fort O sOrequi redd( al solt rueldf or OFPOLOE) . OAs[wi t hOt heOTi ned
andOMaterial sOcontract Otype, Ot hedFPVOIcontract Jpossessesl]
el ement sO of U bot h FPO andl] CR contract st and i sO t heref oreld
sonet hi nglof Oalhybri d. OCost OasOanll ndependent OVari abl elJi s
i ncl udedJt oOshowt hellobj ect i vesUof Ot heJFPVOcont r act Oexi st [
out si del] t hed contracti ngl] arenall anl havel beconell cor por at eJ
phi | osophy nOmaj or Cweaponlisyst enilacqui si ti on. OO0

3.0 What Oar et heOpri nedappl i cati onsOf or Ot hedFPVQOi n
DoDCacqui si tion?0

Thelr esear chOshowsUand[t helr esear cher [lconcl udes[t held
FPVOL snot Cappl i cabl el oODoDCacqui si ti on. OTheOFPVOconcept U
i ncreaseslt hellri skUof Cpr ogr anidf ai | ur eCbyr educi nglover si ght O
and(¥ el i nqui shi nglcont r ol Uof [t heOout come. [

4.0 What (ar el heldcondi ti onslnecessar yf or [ t sCuse?[

TheOFPVOconcept [ equi r esCalbr oadr angellof Copt i mal O
condi tionsOforit [t olbelusedlef fectively. OTheOopti mal [
condi tionslrequi redCarelunl i kel y[t oClever Coccur . O

O
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5.0 What [0 speci ficl reconmendati ons canld bel nadell t o[]
foster U npl ement ati onCandCuse?0

TheOFPVOIshoul dnot [bellused or CanyODoDacqui si ti onl n[d
i tslcurrent (f orm OThelr i sk ntroducedlbyper m tti nglt held
contract or [t oldet er m nelt hellout coneld st ooligr eat [t o[l

over cone. [

TheOFPVOconcept [ sCnot [t heCappr opri at e(lcont ract [
vehi cl el or OS&TOandCot her Chi gh-ri skdacqui siti ons. [OThi sCdoes
not OreanCalf i xed- pri cellvehi cl eldf or OS&TOandOot her Chi gh-ri sk
acqui si tionslcannot Cexi st. [OThelr esear cher Chasdsuggest edt woll
possi bl e[Jal t ernati ves. O
E. 0 AREASOFOROFURTHEROIRESEARCHLI

1.0 Investigationlof OFPOLOEO

InditsOcurrentOstate, OthedFPOLOEOcontract Ot ypelhasOd
manyrestrictionsOt ol t sOuselOanddi st her ef or edsel donmiJused. [
Alpossi bl edr esear chllt opi cOi st olval i dat et helcont i nuedneed
f or [t heOFPOLCEcont ract . [

2.0 TheO Fixed-price,O LevelO ofd Effortd M estonel
Deci si onCont r act J

Thi sOcont ract [0t ypeli sCof f eredJasOan0al t er nat i vellt o[t he
FPVQ contract . 00 A genui ned opportuni tyd exi stsOtol further
expl oreJandOdevel opt hi sOrecomendat i onJandOdet er m nedi t s
appl i cabilitylOandl tsCef fect Donlri sk. O

3.0 AlCost Oasanll ndependent [Var i abl e- basedCont r act [

AlsecondUOoppor t uni t yUexi st sCt odevel opOalicont r act Ut ypeU
desi gnedlt ollef f ecti vel yOmanagelt helr i skUof OR&DY S&Tor Uot her O
hi gh-ri skOacqui si tions. OThelr esear cher Osuggest sOallcontract [
t ypelbasedOuponUt hedCAI VOphi | osophyt hat Ui sOf i xed- pri celli nO
sonellki rcunst anceslandcost - r ei mbur senment U nCot her s. [J
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APPENDIX A. LIST OF ACRONYMS

Thel followi ngd i st of O acronynsl i sO provi dedd for O al
comonf ramelof Or ef er ence. OTheOacr onyns Ower elJobt ai neddf r ont]

basi cacqui sitionCandCcontract it eraturelandlregul ati ons. [
AAAV}-TAdvancedOAnphi bi ousOAssaul t [Mehi cl e

CAl V[-[Cost OAsdan[l ndependent [Var i abl el
CAS[J-[0Cost Account i ngdSt andar ds[J

Cl CAO-Conpetitionl nContracti nglAct U

CR-[Cost [r ei mbur senment [

DAW AH[Def enseWor kf or cel npr ovenent UAct [
DFAR-[Def enselFeder al OAcqui si tion[Regul ati onld
DoDU-[Depar t ment Cof [Def ensel]

FARAC-[Feder al OAcqui si ti onURef or nidAct [
FASA[Feder al OAcqui si tiondStreamn i ni ngOAct [
FPCHOFi xed- pri celd

FFPO-CFi rm fi xed-pri celd

FPOLOE-[Fi xed- pri ce, OLevel OO CEf f or t [

FPVO}-0Fi xed- pri ce, [Var i abl e[JQut coned
GAAP-[Gener al | yAccept edJAccount i ngPri nci pl esl
JDAM-[Joi nt D rect OAt t ackOVuni ti onld

PBAC-[Pri ce- basedJAcqui si ti ons[]

R&DH[Resear chCand[ODevel opnent [

S&T[} OSci encellandTechnol ogy [

TI NAC-OTr ut hOl nCNegot i at i onsOAct O
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T&M-OTi melandCvat eri al sO
UAODS[+UnmannedJAi r OOr dnancelDel i ver y[OSyst entl

USD( AT&L) O -0 O fi ced of O Under O Secretaryl of O Def ensel for[
Acqui si tion, OOTechnol ogylandClLogi sti csO

O

O

84



APPENDIX B. PBA REPORT FPVO EXAMPLES

Fixed-price, Variable Outcome
Example 1
Joint Direct Attack Munition (JDAM) Program

In 1991, the Air Force competitively awarded two contracts for the Preliminary
Design and Risk Reduction (PDRR) phase of the Joint Direct Attack Munition (JDAM)
Program —an ACAT 1D program to develop a guidance package to improve the accuracy
of dumb bombs. The two winning contractors (Lockheed-Martin and McDonnell-
Douglas) were to work in parallel over a period of approximately 18 months to do risk
reduction and manufacturing development. There were two primary goals. The first was
to reduce risk sufficiently to allow entry into a moderate-risk Engineering and
Manufacturing Development (EMD) phase. The second, equally important goal was to
mature the design and develop the manufacturing processes so that the two contractors
could offer firm-fixed-price bids for the first two production lots, as well as non-binding
production price commitment curves for the following three lots. Each contractor
proposed its Statement of Work. The two contracts were cost plus fixed fee. Prior to the
award all competitors understood informally that the Air Force planned to allocate no
more than $40M per contract. After award both winners received the criteria the Air
Force planned to use for the EMD down select.

The JDAM PDRR, as well as most similar risk reduction programs, was a perfect
candidate for a Fixed-price, Variable Outcome contract. First, the objectives allowed
substantial leeway in what the contractor had to do to satisfy them. The statements of
work were essentially plans of what the contractor intended to accomplish. Second, the
“carrot,” potential for future work, was sufficient motivation to preclude either contractor
from a half-hearted or wasteful effort. Third, the $40M was a firm ceiling. Practically
speaking, the Air Force had no money to fund an overrun beyond $40M. One down select
criterion for EMD was cost control during PDRR. This made the likelihood of any

overrun essentially zero.
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Fixed-price, Variable Outcome
Example 2
(Hypothetical)

The Army has a number of field radios awaiting repair at the original
manufacturer, a commercial company. There is no prior repair history on these radios.
The Army did not buy data that would allow a competitive repair contract. Based upon
previous repair costs for similar radios, the Army estimates it has enough money to repair
from 50-75% of the radios. Ordinarily, the Army would contract for the repairs using a
time and materials (cost reimbursable) contract. In this case, the Army decides to use a
Fixed-price, Variable Outcome contract. It proposes to give the contractor $2M plus an
incentive of $500 for every radio the contractor returns to serviceable status. The

contractor accepts. Both the Army and the contractor are pleased with the results.

O
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10.

11.

12.

13.

APPENDIX C. LIST OF INTERVIEW QUESTIONS

Do you think there is a genuine desire to move away from cost reimbursement
contract types whenever possible?

How often is the availability of funds the defining factor in procurement?
How often is funding cut or withdrawn from cost reimbursement acquisitions?

The FPVO contract type was recommended as a contracting reform initiative in
1999. Why do you think it was never acted upon? Why do you think acquisition
initiatives in general are difficult to implement?

Had you ever heard of the FPVO before? If so, what was your exposure to the
concept?

Do you have a contract now or have you had a contract in the past where the
FPVO would have been applicable and its use desired? If so, what was the nature
of the procurement?

Do you think the FPVO could be used successfully in performance-based
contracting and performance-based service contracting? If not, why not?

Do you think the FPVO would require more Government monitoring than cost
reimbursement type contracts, the same amount, or less monitoring?

What incentives do you think are required for the FPVO to be used successfully
(provided you think it can be used successfully)? Performance-based payments,
competition and hope of future contracts were suggested in the PBA report.

What rules, regulations and/or statutes would need to change to successfully begin
using the FPVO throughout the DoD acquisition community?

The three scenarios are examples of procurements in which it is suggested the
FPVO should be used in place of cost reimbursement contract types or other fixed
price contracts. If the FPVO were an option, would you use it in these or similar
acquisitions? If not, please state reasons why.

Do you think a contractor and the Government could agree upon a fixed-price for
these types of procurements?

Do you think the lack of defined objectives would energize or confuse
contractors?
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14.

15.

16.

17.

18.

19.

How effectively do you think the FPVO would mitigate cost and performance risk
in the three scenarios?

Do you think the contractor’s best effort would satisfy the Government’s
goals/desires?

What do you perceive are the strengths and weaknesses of the FPVO?

One of the purported benefits of the FPVO is when used with an incremental
approach for R&D, it affords both the Government and the contractor to limit
time and capital investment by offering a “go-no go” decision points at the early
stages of development. Please comment on this purported benefit.

One of the criticisms of the FPVO is the contractor could take the money and do
nothing (or expend little effort and still get the full amount) — please comment on
this criticism.

One of the advantages of the FPVO is the fixed-price eliminates the baggage that

comes with cost reimbursement contracts such as auditors, checkers, etc. Do you
think this is true? If true, is this a good thing?
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APPENDIX D. THE SCENARIOS

EXAMPLE 1

DESIGN STUDY OF UNMANNED AIR ORDINANCE
DELIVERY SYSTEM (UAODS)

Scenario:

NAVAIR is looking for a design for a new remotely piloted vehicle that can
deliver ordnance to a target over the horizon. To accomplish their goal, NAVAIR will
contract with two firms to produce a vehicle design.

NAVAIR spells out some of the basic requirements such as range, maximum
altitude, targeting system, etc. The competing firms are each given $1.5 million to come
up with a design. The deliverables are a design, a mock-up and a report with executive
summary.

NAVAIR hopes to use the best design as the basis for the new vehicle. The
incentive for the contractors to put forth their best effort is a) the hope of a follow on
contract for production of the vehicles and b) they are in competition. Past performance
was heavily weighted in the source selection process.

If neither of the designs proves cost effective or not feasible for other reasons,
NAVAIR will pay both contractors the full promised amount and shelve the reports.

EXAMPLE 2

CONTRACT FOR USS INCHON (MCS-12) PIERSIDE
RESTRICTED AVAILABILITY (PRAYV)

Scenario:

The USS INCHON (MCS-12) is an older ship in need of repair. Several
other ships have run aground earlier in the year and the Surface Forces Atlantic
(SURFLANT) repair budget has been greatly diminished to meet these unexpected
expenses. The USS INCHON has a long list of items that need attention but some are
more critical than others. INCHON Engineering Department personnel and the ship’s
Port Engineer have prioritized the work that needs to be done.

SURFLANT is able to scrape together $700,000 for repairs. They contract with
Generic Shipyard, Inc. to fix as many items on the list as possible beginning with the
highest priority items. SURFLANT and the ship will be satisfied with whatever can be
repaired given the funds available.

89



EXAMPLE 3
CONSULTANT SERVICES

Scenario:

You are the contracting officer for a major weapon system procurement. You
know extensive market research is required but you have realized your command does
not have the available manpower to conduct market research for your program and
continue with other business. You decide to hire consultants to provide the information
you require.

As this is a shaping up to be a $3B procurement, you know the value of good
market research is key to the success of the acquisition. You contract with two different
consulting firms to collect, organize and present the data. Each firm will receive
$300,000 for their efforts regardless of the quality of product delivered. Past performance
was heavily weighted in the source selection process.

You may decide to use only one report, you may use both, or you may use neither
and be required to hire a third, different firm. Regardless of what you decide, the
consulting firms will receive full payment. Their incentives are a) the hope for additional
consulting work, b) competition.

O
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APPENDIX F. FAR REVISION FOR FPVO

16.208 Fixed-Price, Variable
Outcome contract. (No Text)

16.208-1 Description.

A Fixed-Price, Variable
Outcome (FPVO) contract provides for a
price that is not subject to any adjustment on
the basis of the contractor’s cost experience
in performing the contract. This contract
type allows for a range of possible outcomes
rather than one definitive outcome. The
possible acceptable outcomes must be
determined prior to award. This contract
type places on the contractor maximum risk
and full responsibility for all costs and
resulting profit or loss. It provides maximum
incentive for the contractor to control costs
and perform effectively.

16.208-2 Application.

The FPVO contract is
suitable for acquiring commercial goods and
services, Research and Development and
other high-risk acquisitions when the need is
not clearly defined and—

(a) The dollar value of the
acquisition cannot be exceeded;

(b) It is known or suspected
the cost of all repairs will exceed the funds
allocated;

(c) There is a clearly defined
range of acceptable outcomes;

(d) There is adequate price
competition;

(e) There are reasonable price
comparisons;

(f) Available cost or pricing
information permits realistic estimates of
probable costs of performance; and

(g) The contractor agrees to
accept the performance risk associated with
a Fixed-Price type contract.
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16.208-3 Limitations.

The FPVO shall not be used
when there is only one desired and
acceptable outcome. It shall not be used
when scope growth and commensurate
funding increases are anticipated.

O
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APPENDIX G. FAR REVISION FOR FP LOE MD

16.208 Fixed-price, level-of-effort
Milestone Decision contract. (No Text)

16.208-1 Description.

A fixed-Price, level-of-effort
Milestone Decision requires-

(a) The contractor to
provide a specified level of effort, over a
stated period of time, on work that can be
stated only in general terms; and

(b) The Government to
pay the contractor based upon effort
expended and attainment of milestone
events.

16.208-2 Application.

A firm-fixed-price, level-of-
effort milestone decision term contract is
suitable ~ for  specific research  and
development efforts. The outcome(s) is(are)
to be logically broken down into milestone
events. The objective of the contractor is to
meet the criteria of the milestones.

The Government is to work
with the contractor(s) to establish the
milestones. Each milestone provides the
Government an opportunity to review the
progress of the effort and gauge the degree
of future success. At each milestone review,
the Government has the opportunity to
continue or suspend further funding. The
Government and contractor(s) are to conduct
milestone reviews and discuss performance,
cost and schedule trade-offs prior to
continuance.

Payment is based upon level of effort
and milestone accomplishment. Each
milestone will have a fixed-price associated
with it; actual payment may be less than the
fixed-price based upon contractor effort but
may not exceed the fixed-price.

16.208-3 Limitations.

This contract type may be
used only when-
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(a) The work required
cannot be otherwise clearly defined;

(b) The required level of
effort is identified and can be agreed
upon in advance;

(c) The project can be
broken down into logical milestone
events; and

(d) The contract price is
$1,000,000 or less.
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